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               7th March, 2019 

 
 
Economic stabilisation achieved! 
Prime Minister Imran Khan while interacting with representatives of the business community stated that his 
administration is now focused on growth subsequent to overcoming the challenge of economic stabilisation. 
This statement would baffle all independent economists – independent in particular because as per past 
practice, the government has allocated positions to many of the more vocal economists/analysts thereby 
muting their criticism - given that the government has not undertaken any economic stabilisation policy 
measure to date which, in turn, is believed to be the reason why negotiations with the International Monetary 
Fund (IMF) have stalled as its programme conditions have been politically unsavoury for the PTI 
administration. 
 
Prime Minister Khan has generated considerable assistance from friendly countries – 3 billion dollars parked 
in State Bank of Pakistan (SBP) for one year by Saudi Arabia and one billion dollars from the UAE (with an 
additional 2 billion dollars pledged), around 6 billion dollars as deferred oil payment facility – 3 billion 
dollars each from Saudi Arabia and the UAE and 2.5 billion dollar loan being negotiated from China. One 
would hope that Prime Minister is made aware that while these loans have enabled the government to repay 
interest and/or principal due in the current year (bilateral/commercial/sukuk/Eurobonds) yet they do not 
contribute to economic stabilisation because: (i) these loans are for the short-term, a year, and would 
contribute to a raise in interest payments, a component of current expenditures; and (ii) even if the Prime 
Minister succeeds in convincing Saudi Arabia and the UAE to extend the repayment period by another year 
yet the impact on interest payments would be evident in the next fiscal year. 
 
Additionally, the incumbent government has so far borrowed over 3 trillion rupees domestically, an amount 
expected to rise given the four months remaining till the end of the fiscal year, to meet its rising current 
expenditure with negative implications on inflation which has risen to around 8 percent. In short 
indebtedness, domestic and foreign, is rising at an alarming rate. 
 
The Prime Minister is reportedly considering launching an amnesty scheme as a means to raise revenue 
(three were announced by the previous administration though none of the three was particularly successful). 
Reportedly, the amnesty scheme under consideration will succeed where others failed because of its inherent 
attractiveness. In this context, it is relevant to note that Pakistan Banao Certificates have generated only 19.7 
million dollars so far, a scheme where those with foreign bank accounts are eligible and one would assume 
many of those who have foreign accounts may take advantage of the amnesty scheme, yet more aggressive 
marketing may, in time, bear fruit. However, one wonders if this is the right time for launching a scheme 
given that both Fitch and Standard and Poor’s downgraded our rating recently. 
 
Economic stabilisation refers to a series of fiscal and monetary policies designed to reduce an unsustainable 
budget deficit that would require specific targeted measures supported by the IMF inclusive of: (i) raising 
revenue; (ii) reducing expenditure; and (iii) ensuring a discount rate and other initiatives able to mop up 
excess aggregate demand with the overarching objective of reducing inflationary pressures; in Pakistan’s 
context, it is relevant to note that historically SBP, unlike the Ministry of Finance, follows IMF pre-
programme condition to raise rates. 
 
Given that a budget is an annual financial statement of an administration with the basic accounting principle 
requiring matching total revenue and total expenditure, the PTI government’s two amendments to the 
finance bill 2019 are inexplicably silent on total expenditure and revenue projections for the year. Data 
released by the Ministry of Finance indicates that on 21 February 2019 Pakistan’s budget deficit rose to one 
trillion rupees (2.7 percent of gross domestic product in the first half of the current fiscal year) and at this 
rate the deficit projected by the Finance Ministry is estimated at around 7 percent of GDP. Tax collection 
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during the first six months of the current fiscal year witnessed a budgeted shortfall of 173 billion rupees 
while current expenditures particularly the interest payments and defence rose. In this context, it is relevant 
to note that the second finance amendment bill 2019 envisages fiscal incentives to industry, particularly the 
five zero-rated industries, and the government’s calculation that the total cost of these incentives would be 
6.8 billion rupees have been challenged by independent economists who maintain that the cost of the 
package would be over 140 billion rupees. 
 
The critical lesson that needs to be learnt is that the government needs to focus on reducing the budget 
deficit, which would reduce inflationary pressures with a positive impact on the poor and the vulnerable. 
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