WHAT IS FISCAL DEFICIT


Fiscal account represents the consolidated picture of the total revenues earned and all expenditures incurred by the Federal and Provincial Governments in any particular budget year. Total revenues consist of taxes, non-tax revenues, grants etc. while total expenditures include all current and development expenditures.

There are a number of fiscal indicators but at least three are of paramount importance to policy makers i.e overall fiscal deficit, revenue deficit or surplus and primary deficit or surplus. These three indicators are defined below:

	
	FY-06

	
	Rs. Billion
	% of Gdp

	A. Revenue Balance

	
	· Total Revnues (Taxes+Non-tax Revenues+Grants)

minus Current Expenditures(Defence+Debt Servicing Running of  Civil Administration+Subsidies)
· =Revenue balance
	1076

1121

-44
	14%

14.5%

0.6%

	B. Primary Balance

	
	· Current Revenues-Total expenditures(excluding interest payments)
· =Primary surplus/ deficit
	-85
	1.1%

	C. Overall Fiscal Balance

	
	· Current surplus/ deficit+capital receipts-capital expenditure (development expenditure)

· =Overall fiscal balance
	-325
	4.2%



The above picture for FY -06 shows that Pakistan’s revenue and primary balances are not that large but the overall fiscal deficit has gone up from the level recorded in the past five years. There are two contributory factors to this increase: (a) the earthquake related expenditure that is financed from foreign grants accounts for 0.7% of Gdp and therefore the underlying fiscal deficit is 3.4% of Gdp – compared to 3.3% in FY-05. (b) the development expenditure of Rs.365 billion has risen by 60% over the previous years and accounts for most of the deficit.


In the medium to long term the fiscal deficit has to be contained around 3% of Gdp by increasing tax-Gdp ratio, divesting loss making enterprises, targeting subsidies on the poor only and curtailing wasteful and unproductive expenditures. The Fiscal Responsibility Law puts a constraint on the ability of the Government to exceed the limits prescribed in the Law.

WHAT IS EXTERNAL ACCOUNT DEFICIT?


The external account of a country is called balance of payments in technical terms. The external account consists of two major parts (a) current account (b) capital and financial account. Even if the current account is in deficit the overall external account can be positive if the sum of capital and financial account exceeds the current account. The surplus on external account adds to a country’s foreign exchange reserves while a deficit depletes these reserves.

	
	
	FY 05 – 06

	
	
	$ billion

	I. Current Account = A+B+C+D
	-5.0

	A.
	Balance on trade of goods
(Exports – imports) 
	-8.4

	B.
	Balance on services account

(Travel, Freight, Insurance etc.)
	-4.4



	C.
	Balance on income account

(Interest payment, profits and dividends, royalties, production sharing in oil)
	-2.7

	D.
	Current transfers

Official

    (Grants from official sources)
Private

    (Remittances, foreign currency deposits, other private transfers)
    (Exchange companies $3 billion)
	+10.7

	II. Capital & Financial Account = E+F
	6.3

	E.
	Capital account
(Official capital grants)
	0.3

	F.
	Financial Account

(Foreign Direct investment Loans and bonds (disbursements minus amortization)
	+6.0

	III. Overall Balance of Payments =  I+II
	+1.3

	IV. Reserve accumulation =  A+B+C+D+E+F
	+1.3


