Key Shifts Between

Structural Budget Changes

The 15-year period witnessed fundamental transformations in Pakistan's fiscal architecture:.

Deteriorating Current-Development Balance: 2 2 - 1 1 0 3 - 1
The current-to-development expenditure ratio worsened L] = L] =
significantly from 2.2:1 in FY10 to 10.3:1 by FY25. Current FY10 FY25
expenditure grew by 912.5% (16.7% CAGR) compared to

development expenditure's modest 119.4% (5.4% CAGR). CURRENT-TO-DEVELOPMENT
Development's share of the budget contracted from 31.0% to EXPENDITURE RATIO

just 8.9%, indicating a severe consumption bias

Growing Debt Burden: (1)

Debt servicing increased by 1,411% (19.8% CAGR), substan- 1 ,41 1 /0

tially outpacing GDP growth (737.5%; 15.3% CAGR). Its share o

of current expenditure rose from 38.1% to 56.8%. By FY25, 19.8% CAGR

debt servicing consumed 7.9% of GDP, creating significant (DEBT SERVICING INCREAQED
fiscal constraints.

Diminished Development Capacity:

PSDP as a percentage of GDP declined from 4.4% in FY10 to
approximately 2.8% in FY25. While total PSDP grew by 441%
(12% CAGR), Provincial PSDP increased by 947.5% (16.9%
CAGR) compared to Federal PSDP's 214% (8% CAGR), DECLINE IN DEVELOPMENT
indicating major decentralization of development responsibilities. SPENDING SHARE

Revenue Challenges:

Despite tax revenues growing by 768% (15.5% CAGR), the
tax-to-GDP ratio remained stagnant around 10-11%. SBP profits
increased by 1,567% (20.7% CAGR), raising concerns about
monetary financing of fiscal deficits.
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Sector-wise growth analysis and spending priorities

The budget components exhibited widely divergent growth trajectories, reflecting shifting priorities:

Debt and Pensions:

Debt servicing (1,411%; 19.8% CAGR) and pensions
(1,349%; 19.5% CAGR) grew faster than any core
government function, consuming an increasing share
of resources.

Energy Sector:

Power subsidies grew by 1,676% (21.3% CAGR)
despite multiple reform attempts, representing a
persistent fiscal challenge. Simultaneously, the petro-
leum levy increased by 1,044% (17.6% CAGR).

Human Development:

Health (331%; 10.3% CAGR) and education (229%;
8.3% CAGR) saw the lowest growth rates among
major sectors, significantly below overall budget
growth.

Social Welfare:

Social protection witnessed the most dramatic growth
(15,489%; 38.7% CAGR), transforming from PKR 3.9
billion to PKR 608 billion. Environmental protection
(1,725%) and housing (1,760%) also saw significant
increases, reflecting new policy priorities.

Core Governance:

Defence expenditure (521%; 13% CAGR) and public
order (709%; 15.2% CAGR) grew more slowly than
overall expenditure, reducing their relative budget
share.

Emerging Priorities and Policy Shifts

The 15 year period revealed important shifts in budget priorities:

Social Safety Nets

Social protection transformed from peripheral (PKR
3.9 billion) to central (PKR 608 billion), with BISP
becoming a flagship program. By FY25, geder-re-
sponsive budgeting (PKR 168 billion) emerged as a
significant component.

Climate Financing:

Climate change initiatives increased from negligible
amounts to PKR 260 billion by FY25, reflecting grow-
ing environmental concerns and access to climate
finance.

Digital Economy:

IT & Telecom allocations grew from Rs 1.1 billion to
PKR 28.9 billion, with their PSDP share increasing
from 0.2% to 2.1%, indicating strategic prioritization of
digital transformation.

Subsidy Patterns:

Food subsidies declined by 60% while power subsi-
dies grew by 1,676%, showing mixed results in subsi-
dy rationalization efforts.
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Fiscal Management Approach

The period shows evolving approaches to fiscal management:

Financing Mix:

Bank borrowing increased by 3,471% (28.4% CAGR),
while external resources grew by just 30.6% (1.8%
CAGR), indicating a dramatic shift toward domestic
financing.

Fiscal Space Compression:

By FY25, debt servicing, subsidies, and social protec-
tion consumed approximately 68% of current expendi-
ture, severely constraining resources for other
functions.

Primary Balance:

The primary balance improved from a deficit in FY20
(PKR 245 billion) to a reported surplus in FY25 (PKR
2,492 billion), suggesting fiscal consolidation efforts.

Federal-Provincial Relations:

The 7th NFC Award fundamentally altered fiscal
federalism, with provincial share of revenues increas-
ing by 1,036% (17.7% CAGR) and reaching 41.8% of
gross revenue by FY25.



The 15-year comparison of Pakistan's federal budgets from FY10 to FY25 reveals profound
transformations in the country's fiscal framework and priorities:

Deepening Debt Dependency: Debt servicing emerged as the dominant fiscal constraint,
growing by 1,411% (19.8% CAGR) over the period—significantly outpacing GDP growth (15.3%
CAGR) and total budget growth (14.7% CAGR). By FY25, it consumed 56.8% of current expen-
diture and 7.9% of GDP, creating a debt trap that severely limits fiscal flexibility.

Development Deprioritization: The alarming deterioration in current-to-development
expenditure ratio from 2.2:1 to 10.3:1 represents a fundamental shift away from growth-enhanc-
ing investments. Development expenditure grew at merely 5.4% annually compared to current
expenditure's 16.7%, with its share of the budget contracting from 31% to just 8.9%—a structur-
al shift that threatens long-term economic sustainability.

Subsidy Reform Failures: Despite repeated reform attempts, power subsidies grew by
1,676% (21.3% CAGR), reflecting persistent structural issues in the energy sector. This
contrasts with the relative success in rationalizing food subsidies, which declined by 60% over
the same period.

Social Safety Net Expansion: Social protection expenditures increased by an extraordinary
15,489% (38.7% CAGR), transforming from a peripheral concern to a central budget priority.
This shift reflects growing recognition of poverty challenges and the institutionalization of
programs like BISP.

Human Capital Underinvestment: Health and education witnessed the lowest growth
rates among major sectors (10.3% and 8.3% CAGR respectively), significantly below overall
budget growth (14.7% CAGR). This underinvestment poses serious risks to Pakistan's
long-term development prospects.

Emerging Policy Priorities: Climate change and digital economy initiatives saw substantial
growth, with climate financing increasing from negligible amounts to PKR 260 billion by FY25.
This reflects adaptation to emerging challenges and opportunities in environmental manage-
ment and technology.

Provincial-Federal Rebalancing: The implementation of the 7th NFC Award fundamentally
altered fiscal federalism, with provincial share of resources increasing by 1,036% (17.7%
CAGR) and Provincial PSDP growing at twice the rate of Federal PSDP. This decentralization
has created both opportunities for localized planning and challenges for coordinated national
development.

Revenue Mobilization Challenges: Despite tax revenues growing by 768% (15.5%
CAGR), the tax-to-GDP ratio remained largely stagnant around 10-11%. The increasing
reliance on SBP profits (1,567% growth) indicates dangerous dependence on central bank
financing rather than sustainable tax measures.

Revenue Mobilization Challenges: Despite tax revenues growing by 768% (15.5%
CAGR), the tax-to-GDP ratio remained largely stagnant around 10-11%. The increasing
reliance on SBP profits (1,567% growth) indicates dangerous dependence on central bank
financing rather than sustainable tax measures.




These trends collectively indicate a fiscal framework under severe stress, with rigid expendi-
tures (debt, pensions, subsidies) consuming an ever-larger share of resources at the expense
of development investments and core public services. The acceleration of debt servicing and
consumption expenditure

presents significant challenges for sustainable economic growth, while the emergence of new
priorities in climate change, digitization & social protection reflects evolving governance impera-
tives.

The analysis suggests urgent need for structural reforms to expand the tax base, rationalize
subsidies, manage debt sustainability, and rebalance spending toward development priorities.
Without addressing these fundamental challenges, Pakistan's fiscal framework risks perpetuat-
ing a cycle of debt dependency, underinvestment, and constrained growth potential.
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ANNEX- A

Table 17 Comprehensive budget component growth analysis (FY10-FY25)

Total % Change CAGR (%)
Growth Categﬂr‘f Budget Component EY10-FY25 FY10-25

Social Protection 15.489.7% 38.7%
Fiscal deficit 5099% 29.1%
Bank borrowing 3470 8% 28.4%
Housing & Community . .
fousing 8 1.760.0% 21.7%
Environment Protection 1.725.0% 21 5%
Power subsidies 1676.1% 21.3%
Extraordinary Growth ' . -
over 1,060, SBP Profits 1,566.7% 20.7%
Domestic Debt Servicing 1.414.0% 20.6%
Total Debt servicing 1.410.8% 19.8%
Foreign Debt servicing 1,384.3% 19.7%
Pensions 1,348 6% 19.5%
Non-Bank borrowing 1293.7% 19.1%

Carbon
Surcharge/Petroleum 1,043 8% 17.6%

levy

Provincial Share 1.035.6% 17.7%
Total subsidies 932 6% 16.9%
Current expenditure 912 5% 16.7%
income tax 901.0% 16.6%
Sales tax 885.8% 16.3%
Customs Duty 882.1% 16.4%
Non-Tax revenue 842 6% 16.0%
Gross revenue receipts 787 6% 15.6%
High Growth P °
(500-1000%) Tax Revenue 768.1% 15.5%
Passport & other fees 733.3% 15.3%
Public order & safety 708.6% 15.2%
Indirect taxes 703.7% 14.7%
Total Budget Outlay B66.7% 14.7%
Digitization/IT initiatives 627.3% 14.0%
Defence affairs 520.7% 13.0%
Federal Excise 519.6% 13.0%
Moderate Growth | o i a1 PSDP 947 5% 16.9%

(100-500%)




Total PSDP 441% 12%
Recreation, Culture & o o
Religion 400.0% 11.4%
Special Areas 350.5% 10.7%
development
Health Affairs 330.8% 10.3%
Economic Affairs 321.2% 10.0%
Education Affairs 229 1% 8.3%
Federal PSDP 213.9% 8.0%
Development o a
Expenditure 119.4% 5.4%
Dividends 85.2% 4 2%
Lower Growth Privatization proceeds 57.9% 3.1%
0-100%;
( °) External resources 30.6% 1.8%
Petroleum/Qil subsidies 20.0% 1.2%
. Food/PASSCO o a
Ne;{]t:;telzreeg-;:;ﬂh subsidies -60.0% -6.1%
Defence receipts -66_.9% -7.3%

Source: Budget briefs of different fiscal years, Ministry of Finance
Numbers in Brackets () represent negative values

Note: This table categorizes budget components by their total percentage change from FY10 to FY25, provid-
ing a clear visualization of Pakistan's shifting fiscal priorities over the 15-year period. Components are
arranged in descending order of growth within each category.



