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State of the Pakistan Economy: 

Estimates of annual GDP growth, inflation and welfare, for FY 2025-26 (Quarter 4) 

 

Executive Summary 

 

GDP Growth 

The Financial Year 2025-2026 has been dominated by the global energy shock for Pakistan, which imports 

0.5 million barrels of oil per day. The past three months have seen oil some $25-30 per barrel above its long-

term trend. So, the country's GDP growth, macroeconomic fundamentals, and budget are bound to be energy-

shocked.  

 

The Modeling Lab at the Lahore School estimates GDP growth for FY 2025-2026 to come to 3.1% (Table 1).  

 

 

 

 

 

 

 

 



Our estimate approximates the World Bank's comparator for GDP growth, 3.0% (Table 2).  

 

 

 

It lowballs GDP growth relative to the GOP's 3.7%. The IMF's GDP growth rate of 3.6% and the ADB's of 

3.5% are also higher, but were made much earlier in the energy shock. 

 

Our estimate of GDP growth for FY 2025-26 is 3.1%, a baseline estimate. Pakistan's oil imports amount to 

approximately $13 billion per year. An elevated oil price for just one quarter will add another $1 billion to this 

oil import bill. When growth estimates are revised with all data for the last two months in, the energy shock 

could lower GDP growth by another 0.3 percentage points, to 2.8% (Table 1). This may be a force majeure 

GDP growth rate, but it warrants telling. 

 

The Current Account 

The force majeure can be seen in the Current Account. Far from concerns about the import intensity of high 

GDP growth, the Current Account is now biting into even the current low GDP growth. Table 3 shows that 

exports barely average $3.5 billion per month.  



 

 

While imports approximate $7.0 billion per month, the Current Account goes into a deficit. This is regardless 

of remittances, which are an exogenous variable and not determined by the Pakistan economy. 

 

The energy shock has hit imports in April, driving them to $7.6 billion, bringing the Current Account into 

deficit again. This trend is expected to continue through the end of the fiscal year. 

 

The energy shock highlights that the immediate threat to the economy is energy imports. The problem of 

pricing efficiency has been well recognised in the country debate and highlighted at the annual conferences of 

the Lahore School. What is being driven home now is the problem of the quantum of energy imports and the 

need for policy to prioritise substitution. The economy cannot grow without affordable energy. 

 

Sectoral growth 

Sectoral growth has picked up. Agricultural growth is approximating 3% after two years of sub-par growth 

(Table 4).  



 

 

This turnaround in agriculture has been through GOP rectifying a policy own goal. GOP had abandoned a 40-

year-old policy of a support price floor for agriculture for the past two years. This actually led to a drop in the 

aggregate value of agricultural crops, underlying the drop in agricultural growth over these two years. A 

resumption of the wheat support price in 2026 augurs well for agriculture. 

 

A more ambiguous trend has been the pickup in Large-Scale Manufacturing. Large-scale manufacturing had 

flatlined in FY 2023-2024, then contracted in FY 2024-2025. This secular decline appears to have been 

succeeded in Quarters 2 and 3 of this FY 2025-2026, with a sudden positive and high growth in Large Scale 

Manufacturing, finally reaching 6%. The pick up is attributed to the automotive sector. But one swallow does 

not a summer make. 

 

Growth in services, too, has picked up. After near-flatlining in FY2023-2024 and low growth of 1.4% in FY 

2024-2025, services growth is now taken as 3.7%.  

 

 



 

Inflation 

The global energy shock has hit GDP growth through a surge in the import bill, which in turn has hit inflation. 

Table 5 shows that we estimate inflation to have picked up from 8% last FY 2024-2025 to 9% this FY 2025-

2026. 

 

 

As a comparator, the IMF estimates inflation for 2026 to be 7.2%. Albeit that estimate was made in April 

2026, early in the global energy shock. GOP has a much lower estimate of inflation for FY 2025-2026 at just 

under 6%. 

 

The basis for our high inflation estimate for FY 2025-2026 is clearly shown in Table 5. The impact of 

commodity prices at 4.6 percentage points contributes approximately half of the estimated inflation rate of 

9%. 

 

Our energy equations unpick the impact of these commodity prices. The year-on-year hit to consumers from 

June 2025 to June 2026, due to increases in the seven major energy sources, is shown in Table 6. 



 

 The consumer price of petrol increased by 54%, kerosene by 85%, HSD by 53%, electricity by 25%, coal by 

8%, and natural gas by 126%. 

 

The weights of this energy mix, shown in Table 7, allow us to estimate a weighted-average price increase for 

the consumer over FY 2025-2026 of 8.9%, as shown in Table 8.  

 



 

 

 

 

 



This weighted-average increase in energy prices to the consumer, of 8.9%, passes through an energy input 

coefficient, contributing 4.6% to inflation.  

 

But the consumer appears to have been hit by a double whammy on energy prices. The 8.9% hit to consumers 

from energy prices is contributed to by just over a third of this increase through a supplier price increase. And 

just under two-thirds by an increase in GOP's taxation. Making GOP's own contribution to the inflation rate 

about one-third. 

 

In terms of the longer-run price trend, GOP is to be credited with bringing down double-digit inflation, rampant 

from around the turn of the decade till FY 2023-2024, as Table 5 shows. GOP has done this by curbing the 

erstwhile major contributor to this inflationary episode, of depreciation. Major depreciation since FY 2018-

2019 appears to have been halted by GOP over the last two years, as Table 5 shows. Given current energy 

supplier price pressures, this is a considerable feat: first, understanding the devastating macroeconomic impact 

of depreciation on economic growth and welfare, and then managing the exchange rate. 

 

Poverty 

The impact of depreciation on GDP trend growth, through declines in savings and investment, was examined 

at the annual conference of the Lahore School (Ikram 2026, Chaudry 2026). Here, we will show the impact of 

the direct link between depreciation and inflation on welfare. 

 

The Modeling Lab at the Lahore School has estimated caloric poverty in Table 9, between the last two HIES 

surveys for FY 2018-2019, and FY 2024-2025. 



 

 The table shows that the World Bank's designated norm for extreme caloric poverty, measured in PPP Rupee 

equivalents, was $3 per adult equivalent, which came to 16.5% for FY 2018-2019. Before this, extreme 

poverty, under the older norms, had been flat at 4.5% since FY 2014-2015, and before that, falling significantly 

from FY 2000-2001.   

 

By FY 2024-2025, extreme caloric poverty had reversed its earlier trend, increasing from 16.5% to 21.1%. 

This reversal of a nearly two-decade decline in extreme poverty, which saw it jump by five percentage points 

in five years, has to be explained by low GDP growth and high inflation. Ikram (2026) shows a significant 

drop in trend GDP growth from 4% to 3.2% in 2018. 

 

Inflation also picked up from FY 2018-2019, spurred by two major depreciations: 25% in FY 2018-2019 and 

40% in FY 2022-2023. 

 

So GOP is to be credited for first understanding the huge consequences for macro fundamentals of depreciation 

on inflation, and by implication on poverty, and then managing them. 

That said, GOP now needs to pick up its GDP growth game. 

 

 


