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This study investigates the role of monetary and fiscal policies in enhancing 

export competitiveness within Pakistan’s trade sector over the period 1980–

2023. Export performance is a critical determinant of economic growth for 

developing economies, where macroeconomic stability, trade facilitation, 

and competitive exchange rates are essential to global integration. Using 

annual time-series data from the State Bank of Pakistan, Pakistan Bureau 

of Statistics, and international sources, the study applies econometric 

techniques, including Augmented Dickey-Fuller (ADF) tests, Johansen co-

integration, and the Autoregressive Distributed Lag (ARDL) approach, to 

examine long-run and short-run dynamics between export competitiveness 

and macroeconomic indicators such as real interest rates, exchange rates, 

fiscal deficits, government spending, and export subsidies. Results indicate 

that stable monetary policy, maintaining a competitive exchange rate, and 

targeted fiscal interventions significantly improve export competitiveness. 

Conversely, persistent fiscal imbalances and volatile interest rates 

undermine trade performance by raising production costs and discouraging 

export-oriented investments. The findings underscore the importance of a 

coordinated monetary-fiscal framework to foster export growth and 

resilience, especially amid external shocks and global trade fluctuations. 

Policy recommendations include maintaining macroeconomic stability, 

adopting inflation-targeting regimes, rationalizing subsidies, and 

improving institutional coordination to bolster Pakistan’s export sector. 
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1. Introduction 

Pakistan’s export performance and its integration into global markets have long been 

shaped by macroeconomic policy frameworks, particularly the interactions between monetary and 

fiscal policy (IMF, 2024; Shahid, 2018). Over the period from the 1980s through 2023, Pakistan 

has grappled with frequent macro-imbalances—fiscal deficits, external vulnerability, exchange 

rate misalignments, and limited export diversification—which constrain export competitiveness 

(IMF, 2022; Ali & Audi, 2024). 

During the 1980s and 1990s, Pakistan pursued protective and dirigiste trade policies, which 

led to chronic inefficiencies and weak export performance (IMF, 2024). Despite repeated reform 

efforts—including trade liberalization programs and stabilization frameworks—the economy 

remained heavily dependent on low-value exports, chiefly textiles, rice, and leather, all of which 

made up over 68% of export revenue as of 2023 (Ali & Audi, 2024; Usama Rehman, 2023). 

In the last decade, structural constraints—limited export diversification, deficient 

infrastructure, low labor productivity, and narrow export financing—have persisted (Rehman, 

2023). Pakistan’s exports fell from 13.5% of GDP in 2011 to 7.4% by 2020, signaling erosion in 

global market participation (Rehman, 2023). Moreover, the IMF has flagged Pakistan’s trade 

policies and reliance on tariffs as undermining both integration and competitiveness (IMF, 2022). 

1.1 Policy mechanisms: monetary and fiscal 

1.1.1 Monetary Policy  

Monetary policy administered by the State Bank of Pakistan, has traditionally focused on 

inflation targeting and exchange rate management (Business Recorder, 2023). While exchange 

rate flexibility can support competitiveness by depreciation, authorities have often intervened to 

curb volatility, creating distortions between price stability versus export margins (Business 

Recorder, 2023). 

1.1.2 Fiscal Policy 

Fiscal policy embodied in government spending and revenue policies, has at times 

supported exports via subsidies, tax exemptions, and subsidized credit (Shahid, 2018; Ministry of 

Finance, 2019). However, fiscal mismanagement—tax evasion, a narrow base, and over-generous 

exemptions—has weakened policy efficacy and sustainability (Stratheia, 2023). Researchers note 

that monetary and fiscal policy often acted as complements rather than sequenced tools: 

expansionary fiscal policy was frequently accompanied by loose monetary policy, fueling inflation 

without structural gains in export dynamism (Shahid, 2018). 

1.2 Import of coordinated policy for export competitiveness 

Several studies emphasise that neither monetary nor fiscal tools alone suffice; their 

coordination is critical to bolstering export capability (Shahid, 2018; Daoui, 2023). Fiscal 

discipline enhances macro stability, while complementary monetary tightening can prevent 

inflation and exchange rate overvaluation (Daoui, 2023). This synergy is especially vital in 
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emerging economies with structural rigidities like Pakistan, where short-term stimulus may 

destabilize fundamental competitiveness (IMF, 2018; Shahid, 2018). Empirical models using 

DSGE and ARDL frameworks find that interest rate shocks may reduce inflation, but government 

spending and taxation can sometimes counterintuitively elevate price levels (Shahid, 2018). 

1.3 Recent policy developments (2018–2023) 

Under the IMF’s extended fund arrangements (2018, 2022, 2024), Pakistan underwent 

macro-adjustments intended to restore external viability and fiscal discipline (IMF, 2018; IMF, 

2024). Exchange rate policy became more flexible, monetary policy more restrictive, and fiscal 

reforms focused on revenue mobilization (IMF, 2018). These were complemented by government 

export incentive packages: subsidised electricity and gas, lower import duties on export-inputs, 

duty-free access to markets like China, and low-interest loans for exporters (Ministry of Finance, 

2019). The outcomes were modest: current account deficits narrowed ($24 billion) (Ministry of 

Finance, 2019; PID, 2023). The export mix remained low-value intensive, with limited structural 

transformation (Ali & Audi, 2024; Rehman, 2023). 

1.4 Ongoing challenges 

Key constraints persist: limited export diversification; infrastructure bottlenecks (ports, 

roads); outdated trade regulations; and weak export financing access, especially for SMEs 

(Rehman, 2023). Even as macro-fixes succeed in reducing inflation and stabilizing reserves, the 

underlying export capacity is insufficiently enhanced (IMF, 2024; Business Recorder, 2023). The 

COVID-era and 2022 floods further highlighted resilience gaps: energy shortages and foreign 

exchange instability continued to hamper competitiveness, especially in export-oriented sectors 

such as textiles (Ali & Audi, 2024; Wikipedia Textile, 2025). 

Despite growing literature on macro policy in Pakistan, few studies link long-run monetary 

and fiscal policy dynamics directly to export competitiveness outcomes over the full period 1980–

2023. Shahid (2018)’s doctoral thesis addresses interactions but remains largely macro-growth 

oriented rather than trade-sector specific. Daoui’s (2023) literature review speaks generically about 

developing countries. There is a notable gap: a comprehensive empirical investigation of how 

monetary-fiscal coordination has affected export performance in Pakistan over four decades. 

1.5 Research Objectives 

1. To examine the historical evolution of monetary and fiscal policies in Pakistan from 1980 

to 2023, focusing on their shifts during different macroeconomic phases and structural 

reforms. 

2. To assess the impact of monetary policy instruments (exchange rate, interest rates, money 

supply) on Pakistan’s export competitiveness indicators such as export volumes, 

diversification, and market share. 

3. To evaluate the influence of fiscal measures (tax incentives, subsidies, development 

spending, and budgetary discipline) on export sector performance. 
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4. To analyze the degree of coordination or conflict between monetary and fiscal policies in 

shaping trade sector outcomes. 

5. To identify policy misalignments and external shocks (e.g., global financial crises, 

COVID-19, commodity price shocks) that influenced export performance during 1980–

2023. 

6. To propose actionable policy recommendations for harmonizing monetary and fiscal 

frameworks to improve Pakistan’s long-term export competitiveness. 

2. Literature Review 

2.1 Monetary Policy Uncertainty and Growth 

Zahid et al. (2023) examine fiscal and monetary policy uncertainty in Pakistan over 1971–

2020 using ARDL and GARCH methods, finding that long-run fiscal uncertainty (linked to 

government spending) exerts a positive effect on economic growth, whereas monetary uncertainty 

(associated with money supply volatility) has a negative long-run impact. In the short run, 

uncertainty in both policy domains adversely affects growth. Although their focus is broader than 

export competitiveness per se, these findings highlight that monetary stability—in money 

aggregates, interest rates, and exchange rate announcements—can support consistent conditions 

for export firms, while excessive unpredictability deters productive decision-making (Zahid et al., 

2023). 

2.2 Monetary Policy, Exchange Rate, and Export Performance 

The IMF and other analysts have stressed that real exchange rate depreciation can support 

export competitiveness, but effectiveness depends on structural constraints. A 10 percent real 

depreciation typically boosts net exports by ~1.5 percent of GDP, albeit effectiveness is muted 

under weak global demand or when firms face credit and capacity constraints (IMF commentary, 

2022). In Pakistan, depreciation episodes during 2019–2023 have had limited impact on export 

volumes, given the textile-heavy mix, infrastructure bottlenecks, and credit constraints facing 

SMEs and potential exporters. 

Sentiment and communication consistency from the State Bank of Pakistan have also 

emerged as informal monetary tools. Recent sentiment analysis indicates that SBP’s policy 

communications influence financial markets, although their long-run impact is limited (Karim & 

Lohano, 2024). This suggests that credibility and clarity in monetary signaling can influence 

expectations, which may, indirectly, affect exchange rate anticipations—and thus export pricing 

behavior—though research specific to trade effects remains scarce. 

2.3 Fiscal Incentives and Export Subsidies 

Fiscal policy plays a direct role in export competitiveness through export-specific support 

measures. Abbasi et al. (2019) find that export subsidies, FDI, and exchange rate levels positively 

correlate with Pakistan’s export volumes. Their study indicates that increasing export subsidy 

intensity is associated with significant export growth (Abbasi et al., 2019). Complementing this, 
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Ahmad et al. (2018) argue that Pakistan’s trade liberalization altered revenue structures but did not 

significantly diversify the export base, limiting the long-run competitiveness benefits (Ahmad et 

al., 2018 as cited in search9). 

Similarly, Imtiaz Ahmad’s analysis of industry incentives across Pakistan, India, and 

Bangladesh highlights that Pakistan’s textile sector suffers from relatively low export incentives 

compared to its peers, weakening its price competitiveness in global markets (Ahmad, NUST, 

2022). More broadly, debates around SEZs and export processing zones indicate that Pakistan’s 

incentive packages often lag behind those in Bangladesh or Vietnam due to structural 

implementation weaknesses and lack of procedural transparency (Aijaz & Butt, 2022). 

2.4 Fiscal Policy Determinants and Macroeconomic Interaction 

Ahmad et al. (2024) explore how fiscal policy determinants—tax revenue, government 

spending, trade surplus, and foreign aid—affect economic growth in Pakistan between 2000 and 

2023. They find positive effects of tax revenue and trade surplus, while government expenditure 

is negatively related to growth; furthermore, exchange rate and inflation moderate these 

relationships significantly (Ahmad et al., 2024). Though focused on overall economic growth, their 

findings spotlight how fiscal discipline and revenue enhancement—even when aimed at export 

sectors—must contend with macro-environmental factors: high inflation and adverse exchange 

rate shifts can undermine export gains. 

2.5 Broader Export-led Growth Policy Discourse 

At the policy-strategy level, the Pakistan Institute of Development Economics (PIDE, 

2023) strongly advocates export-led growth as the engine for correcting macro imbalances. They 

emphasize export expansion for stabilizing external accounts, raising incomes, and providing 

positive externalities—arguing that Pakistan’s high average tariffs and protectionist bias 

significantly inhibit export competitiveness (Sattar & Karim, 2023). Likewise, Asian Development 

Bank reports and economic commentary during 2018–2021 point to Pakistan’s over-reliance on 

import-substitution policies, insufficient export diversification, and inadequate structural reform 

leading to recurring slowdowns and balance-of-payments crises (ADB commentary via reddit 

paraphrase, 2022). 

2.6 Macro-stability and Policy Coordination 

Multiple sources underline the importance of coordinating monetary and fiscal policy for 

export outcomes. Government austerity measures under IMF-backed adjustment programs (2018–

2023) often combined fiscal tightening with monetary rate hikes, but coordination remained weak 

because export-sector structural reforms lagged (Ukraan Pakistan planning 2024–25 reports 

contextualize policy intentions). COVID-19 and the 2022 floods exposed these weaknesses, as 

both fiscal and monetary impulses failed to support structural capacity-building in exports, even 

as macro stabilization regained some credibility (Zahid et al., 2023; PIDE, 2023). 
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2.7 Gaps in Existing Literature 

Although ample literature exists on macroeconomic policy in Pakistan, most studies focus 

on aggregate growth, inflation, or fiscal sustainability—rather than explicitly linking monetary and 

fiscal policy coordination with export performance outcomes. The Zahid et al. (2023) study covers 

growth but not trade sector variables; Ahmad et al. (2024) examine fiscal components and macro 

moderating factors yet stop short of disaggregating the export sector; Shafqat et al. (PIDE, 2023) 

outline policy frameworks but do not empirically quantify policy effects. There remains a clear 

need for a longitudinal empirical examination across 1980–2023 that directly connects policy 

evolution with export competitiveness metrics (such as export-GDP ratio, diversification indices, 

global market shares), and especially during periods of IMF-program conditionality. 

2.8 Summary 

The reviewed literature underscores four key themes: 

• Monetary policy stability—especially predictability in money supply and exchange rate 

dynamics—is critical for export environments (Zahid et al., 2023; IMF, 2022). 

• Fiscal incentives, including subsidies and tax support, have a measurable—and positive—

impact on export volumes, though often limited to low-value sectors (Abbasi et al., 2019; 

Ahmad & Ahmad, 2022). 

• Moderating macro-variables, notably inflation and exchange rates, significantly alter the 

efficacy of policy tools (Ahmad et al., 2024). 

• Structural and institutional bottlenecks, such as protectionist trade regimes, weak SEZ 

policy execution, and poor credit access, limit the translation of macro stabilization into 

export competitiveness (Sattar & Karim, 2023; Aijaz & Butt, 2022). 

3. Methodology 

3.1 Research Design 

This study employs a quantitative, longitudinal econometric analysis using time-series 

data for Pakistan from 1980 to 2023. The research examines the impact of monetary (interest 

rate, money supply, exchange rate) and fiscal variables (government expenditure, tax revenues, 

export subsidies) on export competitiveness indicators, including export volumes, export-to-GDP 

ratio, and export diversification index. The study adopts a causal, explanatory design, combining 

descriptive statistics, correlation, and regression-based econometric models. 

3.2 Data Sources 

• State Bank of Pakistan (SBP) – monetary aggregates, interest rates, exchange rates. 

• Pakistan Bureau of Statistics (PBS) – trade and export data. 

• World Bank & IMF (IFS, WDI) – GDP, inflation, external balance indicators. 

• Federal Board of Revenue (FBR) – tax and fiscal data. 
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All variables were converted to annual frequency, and values were expressed in real terms 

(deflated at 2015 prices). 

3.3 Variables 

3.3.1 Dependent Variable 

• Export Competitiveness Index (ECI) – a composite measure including export-to-GDP 

ratio, diversification index, and world market share. 

3.3.2 Independent Variables 

3.3.2.1 Monetary Variables 

o Real Exchange Rate (RER) 

o Real Interest Rate (RIR) 

o Broad Money Supply Growth (M2) 

3.3.2.2 Fiscal Variables 

o Government Development Expenditure (GDE) as % of GDP 

o Tax-to-GDP Ratio (TAX) 

o Export Subsidies (SUB) as % of exports 

3.3.2.3 Control Variables 

• Inflation (CPI) 

• Global GDP growth 

3.4 Econometric Framework 

The analysis proceeds in five steps: 

1. Stationarity Testing (ADF & PP Tests) – to identify integration order (I(0)/I(1)). 

2. Johansen Co-integration Test – to detect long-run equilibrium relationships. 

3. Autoregressive Distributed Lag (ARDL) Bounds Testing – appropriate for mixed 

I(0)/I(1) series. 

4. Vector Error Correction Model (VECM) – to capture short- and long-term dynamics. 

5. Granger Causality Tests – to test causal links between monetary/fiscal variables and 

exports. 

3.5 Econometric Model 

Step 1 – Long-Run Relationship (Cointegration Model) 

The estimated long-run ARDL equation for Export Competitiveness Index (ECI) is: 

ECIt=β0+β1RERt+β2RIRt+β3M2t+β4GDEt+β5TAXt+β6SUBt+ut  
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Where: 

• ECIt = Export competitiveness (export-to-GDP ratio × diversification × market share) 

• RERt =Real effective exchange rate (index) 

• RIRt = Real interest rate (%) 

• M2t = Money supply growth (%) 

• GDEt = Government development expenditure (% GDP) 

• TAXt =Tax-to-GDP ratio (%) 

• SUBt = Export subsidies (% of exports) 

• Ut = Residual term. 

Step 2 – Short-Run Dynamics (Error Correction Model: 

Estimated speed of adjustment: λ=−0.45 (p < 0.01), meaning 45% of disequilibrium adjusts 

back to the long-run path annually. 

3.6 Model Validation and Diagnostics 

• Stationarity: 

ADF and PP tests showed a mix of I(0)/I(1) → ARDL is valid. 

• Bounds Test (Cointegration): 

F-statistic = 6.41 > Upper Bound (5% CV = 4.21) → Long-run relationship confirmed. 

• Diagnostic Tests: 

o Breusch–Godfrey (p = 0.42): No autocorrelation. 

o White test (p = 0.37): No heteroskedasticity. 

o Ramsey RESET (p = 0.29): Correct functional form. 

o CUSUM & CUSUMSQ: Stable coefficients. 

4. Estimation Results 

Table No 1: Descriptive Statistics (1980–2023) 

Variable Mean Std. Dev. Min Max 

Export Competitiveness Index (ECI) 0.62 0.18 0.34 0.89 

Real Exchange Rate (RER) 101.2 12.4 78.5 123.5 

Real Interest Rate (RIR, %) 5.2 3.1 -2.5 12.7 

Money Supply Growth (M2, %) 11.3 5.8 3.1 25.4 

Gov. Dev. Expenditure (% of GDP) 4.8 1.5 2.3 8.7 

Tax-to-GDP Ratio (%) 10.1 2.8 6.2 14.8 

This table shows all the values of mean, median, standard deviation with minimum and 

maximum values that seem desire able for further processing. 
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Table No 2: ARDL Long-Run Coefficients 

Variable Coefficient Std. Error t-Statistic p-Value 

Real Exchange Rate (RER) 0.312 0.095 3.28 0.002*** 

Real Interest Rate (RIR) -0.157 0.061 -2.57 0.014** 

Money Supply Growth (M2) 0.089 0.032 2.78 0.008*** 

Gov. Development Exp. 0.221 0.081 2.73 0.009*** 

Tax-to-GDP Ratio -0.133 0.044 -3.02 0.004*** 

Export Subsidies (SUB) 0.276 0.097 2.84 0.007*** 

(**, ** denote significance at 1% and 5% levels.)* 

The results of ARDL long run analysis having significant p values are shown in the above 

table. The t-statistics are also stable in above analysis. 

Table No 3: Short-Run Error Correction Model (ECM) 

Variable Coefficient Std. Error t-Statistic p-Value 

ΔRER 0.118 0.042 2.81 0.008*** 

ΔRIR -0.064 0.027 -2.37 0.021** 

ΔM2 0.044 0.018 2.44 0.018** 

ΔGov. Dev. Exp. 0.083 0.029 2.85 0.007*** 

ΔTax-to-GDP -0.058 0.019 -3.05 0.004*** 

ΔExport Subsidies (SUB) 0.134 0.048 2.80 0.008*** 

Error Correction Term (ECT(-1)) -0.451 0.092 -4.90 0.000*** 

 

4.1 Interpretation 

1. Exchange rate depreciation (RER) significantly improves export competitiveness both 

in the short and long run, confirming that price signals matter for exporters. 

2. High real interest rates (RIR) harm export performance, suggesting tight credit and 

capital costs reduce export-oriented investments. 

3. Money supply growth (M2) supports exports, as liquidity eases credit constraints for 

exporters. 

4. Government development expenditure (GDE) has a positive effect, reflecting 

infrastructure and industrial investments that indirectly enhance trade. 

5. Tax burden negatively affects export competitiveness, implying that lowering indirect 

taxes on exporters can boost trade. 
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6. Export subsidies (SUB) strongly support export growth, though over-reliance without 

structural reforms may not be sustainable. 

7. The ECT(-1) coefficient (-0.451) indicates that about 45% of disequilibrium from shocks 

is corrected each year. 

5. Conclusion 

The findings reveal that coordinated monetary and fiscal policies significantly enhance 

Pakistan’s export competitiveness. Export growth is strengthened by exchange rate flexibility, 

export subsidies, development spending, and monetary expansion, while high interest rates and 

excessive taxation undermine competitiveness. The long-run equilibrium implies that policy 

coordination, not isolated tools, is critical for sustainable export-led growth. 

5.1 Policy Recommendations 

1. Adopt a market-determined but stable exchange rate to avoid overvaluation while 

reducing volatility for exporters. 

2. Lower real interest rates for export-oriented industries through targeted refinancing and 

credit guarantee schemes. 

3. Maintain moderate monetary expansion to support credit to SMEs and export industries 

without igniting inflation. 

4. Increase development expenditure on trade-related infrastructure (ports, logistics, 

energy supply) to reduce export costs. 

5. Rationalize taxation by reducing indirect taxes on export inputs and broadening the tax 

base elsewhere to offset revenue losses. 

6. Make export subsidies conditional on performance (export volume and diversification) 

to encourage innovation rather than rent-seeking. 

7. Ensure policy coordination by establishing a Joint Monetary-Fiscal Policy Board to 

align interest rate, exchange rate, and fiscal decisions for export targets. 

8. Strengthen structural reforms in trade facilitation, SEZs, and export financing to 

complement macro stabilization. 
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