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ABSTRACT: This study examines Pakistan's fiscal deficit dilemma with
an emphasis on economic development. The ARDL technique was used
to analyze secondary data from 1982 to 2020 for the study. The results
suggest that fiscal deficits financed by debt may involve only the
allocation of financial capitals from the private firms to the public sector
and can hurt economic development. According to the study, Pakistan's
fiscal deficit is the result of ineffectiveness in the tax structure and a high
proportion of unproductive outlays, including security, debt repayment,
and needless parliamentary spending. The research also includes
recommendations for addressing the deficit problem. The primary
objective of government policies is to restrict excessive domestic credit
expansion to evade the contrary impact of fiscal deficit. Additionally, the
authorities must reduce the loaning rate to encourage a vigorous
investment climate, which will increase employment prospects and
government income.
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1. Introduction

Each nation's primary economic objective is to
achieve steady economic expansion. To increase
the standard of living, economists are attempting to
determine how to attain sustainable economic
expansion. However, history has repeatedly shown
that itis hard to attain continuous economic growth,
as it is disturbed by numerous economic
instabilities. These variations in economic activity
are referred to by economists as trade cycles.
Nonetheless, importance is given to financing
government activities to guarantee a justifiable
level of economic development and adequate
shield for the most vulnerable segment of nations.
Therefore, the prevalence of a fiscal deficit along
with its influence on a nation's macroeconomic
enactment have become the primary source of
concern in both developing and developed
countries.

In a given year, the fiscal deficit represents the
difference between government expenditures and
revenues (Tran et al., 2024). Conventional wisdom
holds that the fiscal shortfall contributes to
economic variability. There is a substantial
indication that fiscal deficits can both positively or
destructively affect economic growth, depending
on their financing methods. If allocated funds are
spent on productive and development projects, the
fiscal deficit may stimulate economic development.
The use of funds for non-productive and current
expenditures, such as debt repayments and
unnecessary parliamentary expenses, can hurt
economic development. The fiscal deficit's
negative impact may cause economic fluctuations
and trade cycles.

Like many other developing countries, Pakistan
has felt the ill effects of budget deficits on the
economy for decades. IMF (2022) suggests that
the following may be among the primary reasons

for a country's budget deficit:

Ineffective budget allocation (military, debt
payments, etc.); limited exports and excessive
reliance on imports; underutilization and shortage
of resources to satisfy long-term expenditure
needs;

Examining how the fiscal deficit affects Pakistan's
economy is the paper's principal focus. Here is how
the rest of the paper is structured: In Chapter 2, we
discuss the many explanations for the budget
deficit. The third part is a survey of relevant works.
Data and variable descriptions are in Section 4.
Section 5 details the research techniques used,
while Section 6 presents the results. Section 7
summarizes the paper and offers some
recommendations for lowering the budget deficit.
2. Theoretical Underpinning

Budget shortfalls are now widely recognized as a
crucial economic factor. The idea of a budget
deficit and its impact on key macroeconomic
variables have been the subject of a great deal of
research. The theories used in these analyses of
the fiscal deficit and its interplay with other
variables and with strategies for financing the
deficit vary.

2.1 Monetarist Theory

Government deficits supported by domestic debt
are only a redistribution of private sector funds to
the public sector, say monetarists, and do not
affect economic production. Since private industry
is more productive than state administration, this
shift could reduce output. Monetary finance,
according to monetarists (Adil, Hatekar & Ghosh,
2021; Kantor, 2022), affects the economy through
increasing aggregate demand. According to
research (Clift, 2020) When the government
borrows money to cover its budget shortfall, it
drives up interest rates, discourages investment,
and slows the economy.

2.2 Endogenous Growth Theory

Economic growth has been considered as an

endogenous result of the structure, or so the
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endogenous growth theory posits. Because of the
endogenous nature of growth, government policies
have a significant impact on the rate at which
economies expand. Production growth can be
attributed  to factors,

several including

governmental investment in sectors like
infrastructure, science, and technology, and the
formation of both physical and human capital.
Similar government measures, such as those
concerning the state of law and order and the
simplification of the taxation system, contribute to
endogenous growth. In contrast to alternative
theories, long-term growth performance can be
affected by fiscal policy if growth is viewed as an
endogenous variable (Akcigit & Ates, 2021).

2.3 Keynesian Theory

The terms "Income Outlay Approach" and
"Conservative Approach" are also used to describe
this idea. Fiscal deficits, as proposed by
Keynesians, are thought to promote economic
growth. A rise in the money supply would lead to
higher government spending. There is a shortage
of demand compared to the available funds. The
lending rate falls as a result of an increase in the
money supply. When interest rates are lowered,
investment rises, especially in the private sector.
Investment will increase as a result of the
Keynesian multiplier's positive effects. When
capital is invested more, more can be made.
Private investment can also be curbed by
Keynesian theory. Financing the deficit with debt
instruments raises interest rates and reduces the
amount of money available for private investment
(Eichner, 2023).

2.4 Neo-classical Theory

A higher real interest rate is predicted to result from
a closed economy when fiscal deficits are used to
boost aggregate demand. Investment and
economic activity suffer as a result of this. An
increase in the fiscal deficit leads to a rise in capital

outflows and an increase in the value of the
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currency in an open economy. A widening budget
gap has the same effect on the economy as a
general fall in net exports and investment. Future
output is harmed by the presence of foreign debt,
which discourages investment (Majhi & Dansana,
2021).

2.5 Golden Rule of Public Finance (GRPF)
According to the regulation, the authorities can
implement a deficit budget so long as the funds are
put toward investments that would yield a positive
return. The rule may lead to less sustainable
growth if it is implemented. The magnitude of the
short-term impact is proportional to the degree of
public debt at the outset. To justify deficit spending,
GPRF argues that capital invested in growth-
generating projects can yield benefits in both the
short and long term. The economy's adoption of
GPREF is conditional on the quantity of public debt
at the outset; in the near term, the country's debt
status due to external debt may be taken into
account (Di Sacco et al., 2021).

2.6 The Tax and Spend Hypothesis

As per this theory, the deficit will remain stable over
the long run even if the government adopts a policy
of raising taxes to cut deficits because doing so will
lower private consumption and incentivize
lawmakers to raise their spending. If, on the other
hand, the deficit is funded by tax cuts, then public
spending will be constrained, but personal
consumption will rise without hurting either the
budget deficit or national savings. In comparison to
raising the tax rate, this is the better option. Deficits
widen as interest payments rise in the absence of
spending cuts (Isik et al., 2021).

2.7 Sargent and Wallace Hypothesis

The fiscal deficit affects GDP expansion in two
ways. Initially, the funding of the budget shortfall
impacts the pace of expansion. If there is supply
the economy might struggle to accommodate the
extra cash generated from an increase, in the

money stock. With a surge in demand, there is a



possibility of an uptick in the price level potentially

resulting in inflation. Furthermore, inflation
stemming from an expansion, in the money supply
could hinder growth by elevating production
expenses and reducing supplies (Stawska &
Mourao 2023).

3. Review of Assorted Studies

Extensive research has delved into the effects of
deficit, on growth. Tan et al. (2020) analyzed
Malaysia

fluctuations and growth in using

multivariate cointegration “Vector Auto-
Regressive” (VAR) modeling and a causation test.
Their study examined data from 1980 to 2017
revealing insights into the impact of alterations in
fiscal deficits, on growth. To assist policymakers
during economic crises, the study analyzed the
connection between shifts in key macro variables
and economic growth. The study found that a
larger deficit is associated with slower real GDP
growth.

From 2001 to 2015, Lau & Yip (2019) looked at
ASEAN countries and the correlation between
fiscal deficit and growth. The threshold effect was
found to exist in these countries. The empirical
investigation here looked into the straight-line
connection between deficit and expansion. Many
countries, and especially a cross-section of
developing nations, showed a nonlinear pattern in
this relation. Both an endogenous growth model
and a simple model of saving behavior across
generations were used. The implications of various
deficit finance strategies on economic expansion
were also explored in the study.

The impacts of prolonged deficit on economic
growth were studied by Emery et al., (2023).
Information was compiled from OECD member
states from 1996 to 2020. Researchers have also
made use of the endogenous growth model, which
they have modified by adding productive public
spending and a budget deficit. No empirical or

theoretical evidence of the influence of a persistent

budget deficit on the balanced growth power of
OECD countries was identified in this investigation.
This study looked at how fiscal imbalance affected
GDP growth both immediately and over time. The
“‘golden rule of public finance” (GRPF), that
authorities may carry a budget shortfall so long as
the shortfall is employed to finance industrious
expenditures, is incorporated into the Baro model
as a general hypothesis. Long-term, the GRPF
leads to slower, more evenly distributed growth,
while its immediate effects are sensitive to the
extent to which public debt was already high to
begin with. The Baro model and Keynesian
viewpoint do not directly contradict in the shorter
time, but they do so in the long run. Likewise,
GRPF has some immediate advantages, but it
cannot foster sustained economic growth.

Pakistan's budget imbalance has been linked to
negative macroeconomic and international
repercussions, which Hussain et al., (2023) set out
to study. This analysis used data from Pakistan
from 1980 to 2021 to look at what happens to the
economy when there is a deficit in government
spending. Using a simultaneous equation model
identified the
connection between these factors. Findings point

with the ARDL approach, we

to a positive connection between monetary base
elements like bank loans, foreign reserves, and
deficit financing and an adverse between monetary
base elements like money demand and interest
rates. This research looks at how a country's
foreign reserves decrease as a result of an
increase in domestic credit used to fund a
government deficit.

Using data from the Pakistan Economic Survey
and International Financial Statistics from 1980 to
2021, Ajmair et al., (2022) addressed the short-run
impacts of the fiscal shortfall on macroeconomic
variables with signal from Pakistan. The results
were estimated using an error correction model.

This research looks at the short-term budget deficit
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about the main macroeconomic indicators. The
monetary resources, private and government
investment, production, balance of payments,
foreign investments, and unemployment were
considered the most important variables in this
analysis. Depreciation of the home currency
enhanced exports, which in turn encouraged short-
term private and public investment, proving that
temporary measures for rising foreign reserves had
a positive impact on money supply and output. The
response, to the issue of unemployment was
noticeable though not very promising due to the
use of short-term solutions. Perez Reyna & Osorio
(2018) analyzed data spanning 56 years using the
Vector Error Correction (VEC) model to explore the
relationship between deficit, money growth, and
inflation in Colombia. Various theories such as the
hypothesis, “theory of price level New Keynesian
hypothesis”, and Sargent and Wallace (SWH)
hypothesis were considered to gain insights into
these variables. The study concluded that SWH
proved to be the approach to understanding these
dynamics. It highlighted a two-way causal link
between (i) deficit and monetary expansion and (ii)
monetary expansion and price hikes. The research
revealed that fiscal deficit tends to rise with money
growth leading to a slowdown, in advancement.

Kebalo & Zouri (2022) examined how the budget
deficit influenced the growth of countries, within the
“West African Economic and Monetary Union”
(WAEMU) by analyzing time series data. They
utilized the Granger Causality test, established in
1995 to determine the association between the
budget shortfall and economic expansion. The
study used three approaches to examine the
discrepancies in findings among countries. The
three schools  of

major thought are (i)

Keynesianism, (ii) Neoclassicism, and (iii)
Riccardianism. There was no link between fiscal
deficit and growth in three nations, whereas, in

three others, deficits hampered expansion. The
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Ricardian approach has a zero-sum relationship
between deficit and growth, according to an
empirical study of seven countries.

Abdulkarim, (2023) used both theoretical and
empirical analysis to investigate the impact of the
government deficit on economic expansion at
home. It is concluded that budget shortfalls
hampered economic expansion. It analyzes the
performance of fiscal insufficiency as a mechanism
to promote domestic output growth in the Nigeria
using data from 1981 to 2020. The budget deficit
has a negative and negligible effect on real GDP
growth, as shown by the linear regression model.
The study indicates that if monetary deficits are a
method, for balancing term economic fluctuations
then it is advisable to allocate those deficits
towards investments, in businesses capable of
sustaining themselves financially.

From 1976 to 2013 Hussain and colleagues (2021)
delved into how the fiscal deficit, private
investment, and GDP were intertwined. They
examined the impact of policies, including the
(SAP) on

macroeconomic variables. Through an equation

Structural  Adjustment Program
model and the ARDL technique, they explored the
budget

macroeconomic factors. The results highlighted

relationship  between deficits and
the consequences of Pakistan’s budget deficit, on
its economy. The data indicated that there was
growth, in investments and GDP with the
unemployment rate increasing from below 4% in
1976 to 7.8% in 2013. Additionally, the report
touched upon the reasons behind the existing
budget shortfall citing issues such, as tax revenues
and ineffective expenditure practices. Faridi and
colleagues (2022) examined how the fiscal deficit
truly affects GDP growth. They analyzed a time
series dataset covering the years 1972 to 2019.
We use the ARDL technique to arrive at our
conclusions. The key aims of this research are to

(i) determine what factors contribute to the fiscal



deficit and (ii) analyze the effect that the deficit has
on GDP expansion. (iii) ldeas for reducing
government spending and thus the deficit. The
study found that a budget deficit is inversely related
to economic growth, which the authors attribute to
a combination of resource scarcity and inefficiency.
Based on the results, the government should
implement policies that encourage tax payments
and punish tax evasion to raise more money.

It follows that different economies will see different
results from a budget deficit's impact on economic
growth. Some research finds a fiscal deficit's effect
on real GDP growth to be inconsistent with
Keynesian theory but in line with monetary theory,
while other research favors a Ricardian
equivalence approach to the issue. The findings
provide credence to the hypothesis that a budget
deficit, through the action of a multiplier, can
stimulate economic expansion. It can also
encourage imports by providing the economy with
a surplus of currency that may or may not be
proportional to the quantity of goods and services
available. This can have a chilling effect on
economic activity by worsening the balance of
payments. If people don't adjust their behavior in
response to a changing tax structure, a budget
deficit might as well not exist.

4. Data and Description of Variables

We used annual time series data starting in 1982
and ending in 2020 to estimate the GDP equation.
The period was selected because (i) there is a lack
of complete and accurate data for all variables and
(i) there is a lack of data for all variables. East
Pakistan is now Bangladesh, and its western half,
West Pakistan, is the new Pakistan. The data was
compiled from the Ministry of Finance in Pakistan's
annual Economic Survey. Results were calculated
using an ARDL (Autoregressive Distributed Lag
Model) bound testing approach. Based on the
theoretical framework presented in part Il, the

proposed model is.

RGDP = f (FD, PI, FR, LF, LR, EXP) Q)]
Where:

RGDP = Real Gross Domestic Product

FD = Fiscal Deficit

Pl = Real Public Investment

LR= Lending Rate

LF = Labor Force

EXP = Real Exports

FR = Real Foreign Exchange Reserves

5. Methodology

The Autoregressive Distributed Lag (ARDL) Model
is used in this investigation. When compared to the
two-step residual-based cointegration strategy of
(1987) and

methodology proposed by Johansen and Juselius,

Engle-Granger the cointegration
the ARDL method emerges as the clear winner.
This procedure disregards the order of integration
of variables. The ARDL model is used for the
variables 1(0) stationary and I(1) integrated of
order, or both. The same holds for the small sample
size. To analyze how a government deficit affects
GDP growth, we introduce the Unconstrained Error
Correction Model (UECM).

A(RGDP), =+ ,(RGDP),, + B,(FD),.; + B,(PI), + B(LR),, + B(LF),, + B(EXP),

+B;(FR),,

+3 8,ARGDP),, + 3 S,AFD),, + > S,APD, .+ 5,AULR),,
i=l i=0 i=0 i=0

5 5 5
+Zﬂ S, ALF),, + Zo' 5 A(EXP),_, + Zo 5,A(FR)_, +,

White-noise-induced error, and the identity of the
first difference operator. We used the Wald
coefficient tool of combined significance to verify
the long-run relationship before constructing long-
run coefficients and error correction models. To put
a number on the ARDL model defined by equation
(2), we assumed the following.
Hy=p=p5=p=P=F=B;=p =0 (NoCointegration)
H=R#=8+p#p =0 == #0 (Cointegration)

In the absence of any long-term link between the
parameters in equations (2), the null hypothesis

predicts that they are all equal to zero. The null
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hypothesis is refuted by evidence showing the non-
zero parameters suggest a long-term connection.
The F statistic is then compared to the crucial
values suggested by Pesaran et al. (2001) after the
Wald test has been applied. If the calculated F
statistic is more than the crucial value, the null
hypothesis of no long-run association is rejected. If
the F-statistic is smaller than the crucial values at
the bottom of the range, then we accept the null
hypothesis and no long-run association or co-
integration is present. If the F-statistic values are
between the upper and lower destined acute
values, the test is questionable at the chosen
significance level. The following equation can be
to make estimates of the

used long-term

parameters if there is a relationship:

RGDR=a+ 3 f,(RGDP), + 3. A,(FD), + 3 A,(PD),,+ 3 A, (IR),.
=1 =0 = =0

Ps Ps Py
+Zﬁ5i(‘£F);—:' + Z 1'6‘65 (‘EXP}r—:' + Z JB‘H (-F'R)r—i + &
=0 i=0 i=0

The short-run dynamics can be found by estimating the following equation:

A » » 5
ARGDP =+ 5,A(RGDP),, +3 5,A(FD)_ +> 5,API),_ +3 5, ALR),,
=l =0 =0 =0
2 o5 5
+Zlc55,A(LF),_1 + ZD'JE,A(E)G’)H + Eﬂ“ S, A(FR),_, + @ECM,_, +5,

6. Results and Discussion

We have used “Schwarz Bayesian Criterion” (SBC)
to establish the longest possible lag between
variables. The SBC suggests a maximum delay of

2. Table 1 displays the outcomes of the Wald test.

Table 1: F-Test For Cointegration

Equation Computed | 5% Crtical Value Outcome

F-Statistics Bounds

1(0) I(1)

N

[+]
t

¢RGDP/FD. FI. LR. LF. EXP. FR 719 232 350

Comntegration

The levels of significance are provided by Pesaran
et al. (2001).

The F-statistic value of 7.19 is more than the critical
threshold of 5%, indicating that the absence of co-
integration should be rejected as a hypothesis.

6.1 Long-Run Estimating Results
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Then we calculate the ARDL model's long-run
coefficients. Table 2 displays the outcomes of the

assessed long-run coefficients.

Table 2: Estimated Long Run Coefficients using the ARDL Approach

Dependent Variable: RGDP

Regressors Coefficient Standard T-Ratio[Prob]
Error

FD 1.5734 17164 9.1671[.000]
PI 040333 0014807 27.2399[.000]
LR 0011367 3557E-3 3.1954[.005]
LF -016963 0093007 -1.8238[.083]
EXP -0086085 010650 -.80829[.428]
FR -36504 21892 -1.6674[.111]
C -2.8006 25818 -10.8473[.000]

Source: Authors” calculations

Since the fiscal deficit's regression coefficient is -
1.5734, we can see that a one-million-dollar
increase in the deficit has a negative 1.5734-
million-dollar impact on RGDP. The impact is
substantial and supported by the data. There may
be several factors at play when a deficit has a
negative effect. First, monetarists argue that a
decrease in RGDP can come from resource
allocation from the private sector to the public
sector where internal borrowing is used to finance
fiscal deficit. Due to rising lending rates, private
investment is discouraged when there is a budget
deficit because of the transfer of resources that
results. Second, fiscal deficit can hinder economic
expansion if surplus resources are used for
wasteful endeavors. As for the third point,
Keynesians argue that aggregate demand can be
affected by monetary deficit financing. If the rate of
expansion in the money supply is greater than the
rate of increase in domestic output, then some of
the excess may be lost as higher import demand.
The balance of payments and, by extension,
economic growth, are harmed by this channel.
Consistent with previous research (Clift, 2020;
Kantor, 2022; Adil et al., 2021; Hussain et al., 2023;
Stawska & Mourao, 2023), we demonstrate that
budgetary deficits have a detrimental effect on
economic growth.

Coefficient of public investment equals.040333, so

every $1,000,000 spent on public investment adds



$.040333, 000,000 to GDP. The effect of
government spending on GDP is small but
statistically substantial. The findings are in line with
the “investment multiplier theory” of J. M. Keynes.
As a result, we may expect to see a positive
correlation between RGDP and government
spending. Public investments may encourage
more private investment and economic growth
because they are complementary and have
beneficial externalities. Focusing on infrastructure
and public good-related activities with government
funding can encourage private investment (Tun
and Wong, 1982). Since the private sector is more
efficient than the public sector, public investment
may help economies in developing countries by
encouraging private investment. Private
investment in Pakistan's economy is boosted by
the government's efforts to stimulate growth. Our
findings are in line with the literature.

The parameter interest rate has a value of -
.0011367. It shows that a 1 percentage point rise in
the loan rate results in 2.0011367 million decline in
RGDP. There was a statistically significant, albeit
negligible, effect. When the government faces a
larger budget deficit, one option for covering the
gap is to raise the money supply. When the loan
rate is lowered, real GDP rises because more
money is available to spend. Consumers will spend
more money on long-lasting goods, and firms will
have more money to invest if interest rates drop.
Private investment rises as a result, contributing to
overall economic expansion. The adverse
correlation between growth and the lending rate is
supported by several research, including (Abrar,
2019; Adabor, 2022).

A one million increase in the labor force would lead
to a.016963 million rise in real gross domestic
product, according to the coefficient of labor force.
Worker

statistically significant

participation also has a small but

impact on real gross

domestic product. The technological expertise of a

country's workforce is an example of its human
capital. A country's most valuable resource is its
hardworking population. Human capital has

emerged as an important factor in today's
knowledge-based economy. Dixit and Stiglitz's
neoclassical model assumes that economies of
scale cause population expansion to boost
economic growth. The value of a workforce is
determined by its efficiency, not its size. The
building of human capital improves worker
productivity, which in turn contributes to economic
growth. Researcher (Hendarmin & Kartika, 2019;
Siddique et al., 2020; Khan & Ahmed, 2022; Laut
et al., 2023) are corroborated by our results.

An increase in exports by one million dollars would
lead to a rise of.0086085 million in RGDP,
according to the export regression coefficient
of.0086085. The impact of exports on GDP is so
little as to be statistically immaterial. Traditional As
per theory an increase in exports is considered a
factor that could potentially enhance demand and
result in higher production levels. To enhance
exports, a government pursuing an export-led
economic plan will offer numerous incentives to the
exporting sector (Khan et al., 2022). The number of
domestic output increases due to exports. The
Balance of Payment of a country is improved and
the effects of external disruptions on the economy
are mitigated with the help of exports. Exports were
found to have a positive effect on RGDP, as found
by Alam (2018). Export revenue helps economies
grow, says Benli (2020). Nawaz et al., (2021) look
at Pakistan to see if there is evidence for the
export-led growth hypothesis. Exports, real GDP,
and foreign reserves are positively correlated, as
found by Matsumoto (2022). As a result, our results
agree with the aforementioned studies. A one
million dollar rise in foreign reserves is associated
with a 0.36504 million dollar gain in real gross
domestic product, according to the value of the

foreign reserves regression coefficient. This value
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for the coefficient is too small to be statistically
significant. The Keynesian strategy of fiscal
expansion relies on a weaker currency to spur
economic growth through exports, and increasing
foreign exchange reserves (FER) is one way to
achieve this goal. Increased investment and GDP
FER-rising
economies. (Ampah & Kiss, 2019; Morais & de
Araujo, 2021; Loktionov & Mazurova, 2023) all find

similar results to what we have found.

growth are hence possible in

6.2 Error Correction Estimating Results

The short-run dynamic limitations are projected
using the unconstrained error correction model
(UECM). In Table 3 we present the estimated
outcomes of error correction. All coefficients share
the same indications even shortly. The error
correction term (ECM) is significantly adverse and
statistically important. The ECM value is -0.84620.
Achieving equilibrium is within sight for 84% of

respondents. The speed is lightning-fast.

ble 3: Error Correction Representation For The Selected ARDL Model Depen

DRGDP
Regressors Coefficient Standard T-Ratio[Prob]
Error
dRGDPI - 45452 11300 -4.0224[.001]
dFD -.033943 0019943 -17.0202[.000]
dPl 1.4280 22990 6.2116[.000]
dPI1 74845 36760 20.3605[.000]
dLR - 4804E-3 3766E-3 -1.2754[.217]
ALF 67024 | 29485 22731[034]
dEXP -3.3096 33391 -9.9118(.000]
dFR 51416 15684 3.2781[.006]
Ecm(-1) -.84620 039562 -21.3896{.000]

Source: Authors® calculations

7. Conclusions and Policy Implications
This article investigates how countries like
Pakistan, which are still in the nascent stages of
their economies, deal with a budget imbalance.
The study uses annual time series data from 1982
to 2020 for analysis. These are the most important
results from the study: Based on an analysis of the
available data, the study finds that Pakistan's fiscal
deficit has had a detrimental impact on the country
for decades. The ineffectiveness of the current tax
collection system is the root cause of the budget

shortfall. Another contributing issue is the high
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share of money spent on things like defense, debt
repayment, and wasteful parliamentary spending.
The influence of the budget insufficiency on GDP
growth could be neutral, positive, or negative. The
impact of the budget deficit on economic growth
can be shown through the theoretical frameworks
introduced in earlier sections of the book. Fiscal
imbalance may contribute to GDP growth if debt
financing is employed to raise money. But if the
government borrows more from the inside, it could
push up the interest rate on domestic loans,
discouraging private sector investment. Low levels
of private investment can stunt the growth of an
economy's output because the private sector is
widely considered to be the most efficient sector. It
is concluded that loan financing of fiscal deficits
entails only a shift of means from the private to the
public sector, which may be counterproductive to
economic expansion.

The following policies are proposed by the study as
a means of reducing the harm caused by the fiscal
imbalance to the economy: The authorities should
limit unwarranted domestic credit increases to
prevent the adverse repercussions of a fiscal
imbalance. Avoiding short-term devaluation and
stabilizing the currency's external value will help
the government rein in monetary, price, and
interest rate swings. The government needs to
make better use of its funds if it wants to reduce the
deficit and keep up with its financial commitments.
Incentives for tax compliance and deterrence of tax
avoidance should inform the design of such
policies. Lender interest rates should be lowered
by the government to encourage small domestic
investors to put their money to work creating jobs
and tax income. The financial system has to be
bolstered by the government. Allocation of tax
dollars ought to foster economic growth. To avoid
a budget shortfall, lawmakers should cut back on
frivolous expenditures. If fiscal deficits are the

primary tool for addressing temporary economic



swings, then the research recommends putting that
money toward worthwhile endeavors. To promote
sustainable economic growth over the long term,
the deficit should be spent on essential
infrastructure projects. Eliminating corruption will
improve Pakistan's fiscal deficit and economic
growth.
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