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           19th March, 2019 

 
 
Increase in gas tariffs proposal 
According to a Business Recorder exclusive, Petroleum Division has presented a Gas Sector Financial 
Sustainability Plan for fiscal 2020 to the Economic Committee of the Cabinet (ECC). The proposed plan 
seeks to address projected revenue shortfall of 75 billion rupees in the current year and 156 billion rupees for 
the next fiscal year (FY20). The plan proposes to obtain Ogra's approval for a whopping 41 percent increase 
in gas tariffs with effect from 1st July 2019. It also envisages that Ogra would be asked to finalise revenue 
requirement of the gas sector for the next fiscal by mid-May 2019 and while doing so should reflect all 
previous revenue shortfalls separately up to 30th June 2018 and for the remaining 2018-19. It is expected 
that the decision by Ogra to raise tariffs, if taken, would reflect the continuation of the previous 
administrations' measures to deal with sustained failure to improve governance, including reducing theft as 
well as large transmission losses/unaccounted for gas, and instead rely on increasing tariffs thereby placing 
the entire burden for sustained poor performance of sector entities on the pockets of consumers. 
 
However, what is extremely disturbing about the decision to raise rates is that this massive increase is 
premised on a dollar-rupee parity of 180 rupees. The current exchange rate is hovering under 140 rupees to 
the dollar and the projection of an exchange rate of 180 rupees to the dollar - or a further depreciation of 30 
percent - within the next three and a half months would have negative implications on the already cautious 
market sentiment which, in turn, would have a substantial negative impact on domestic investment, leave 
alone foreign investment flows. 
 
The government in its defence may well argue that a further depreciation may well achieve what the around 
35 percent depreciation during the past calendar year was unable to achieve - a significant rise in exports in 
absolute terms to offset rising imports again in absolute terms that would have been able to reduce the 
current account deficit. 
 
Independent bipartisan economists would no doubt argue that the projected depreciation of 30 percent is 
simply too high and further maintain that the rate of depreciation may either reflect: (i) rising circular debt of 
the energy sector in general that at present is in excess of 1.4 trillion rupees and the gas sector circular debt 
in particular that was estimated at 70 billion rupees on 11 March 2019; and/or (ii) pre-programme conditions 
of an International Monetary Fund bailout package. They further caution that until and unless the 
government embarks on economic stabilisation policies particularly with respect to reducing the budget 
deficit the exchange rate of 180 rupees to the dollar proposed may be too conservative a projection and cite 
the reduction in revenue in absolute not in percentage terms, of a decline in non-tax revenue collections 
during the first six months of the current fiscal year and the rise in expenditure (defence alone rose by 22 
percent of the budgeted allocation during the first six months of the current fiscal year; and/or as 
aforementioned, the government's attempt to pass on the buck of its poor governance on to consumers. 
 
Whatever the rationale for the rupee-dollar projection of 180 rupees to the dollar as factored in, there is a 
need for the government to revisit this proposal on an emergent basis as it sends a wrong signal to the 
domestic and international markets and may well lead to a further downgrading of Pakistan's long-term 
foreign currency issuer default rating by Fitch and a further downgrade by Standard and Poor's of Pakistan's 
sovereign credit rating. 
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