
 
 
 
Recourse to the IMF always a last resort? 
Prime Minister Imran Khan has given approval to seek an International Monetary Fund (IMF) 
bailout package of around 6 to 7 billion dollars, or within the limit set by Pakistan’s remaining 
quota, making it the third civilian administration to go on a Fund programme within the first few 
months of assuming office. The Zardari-led administration went on a three-year Stand-By 
Arrangement in September 2008 with discussions beginning during the annual meeting - a 
product used by middle income countries with lending at market-determined Special Drawing 
Rights (SDR) interest rate - which has a minimum floor of 5 basis points, and a margin (currently 
100 basis points), together known as the basic rate of charge and surcharges, depending on the 
amount and time that credit is outstanding.  
 
Nawaz Sharif-led administration went on a three-year Extended Fund Facility in September 2013 
with discussions starting during the Article IV consultations. EFF is a longer-term repayment 
arrangement and Pakistan was eligible as the country was facing serious medium-term balance of 
payment problems due to deep-rooted structural weaknesses, which take a longer time to resolve. 
Currently, the basic rate of charge on EFF amounts to the SDR interest rate plus 100 basis points. 
Large loans carry a surcharge of 200 basis points, paid on the amount of credit outstanding above 
187.5 percent of quota.  
 
And now the Khan-led administration has opted to seek a bailout package with the IMF during 
the annual meeting. It is however unclear what IMF product is on offer or whether Umar will 
negotiate a specific product he has in mind. Reports indicate that the bailout package would be 
disbursed on an emergent basis, from between four to six weeks, and given the state of the 
economy with foreign exchange reserves having dwindled to critical levels, Pakistan may qualify 
for IMF’s Rapid Financing Instrument (RFI). However, RFI is extremely limited in terms of 
actual disbursement, 37.5 percent of quota per year and 75 percent of quota on a cumulative 
basis, hence it is most likely that the country maybe offered assistance under another EFF which 
presupposes a serious medium-term balance of payment problems due to structural weaknesses.  
 
Umar must be aware of the fact that the EFF is normally associated with extremely challenging 
conditions likely to be politically difficult to endorse/accept and hence there would be 
considerable pressure on him to negotiate well and hard to ensure that the government can 
adhere as much as possible to the party’s manifesto promises. In this context, it is relevant to 
note that the Fund mission under Article IV consultations acknowledged that the recent decision 
to raise gas rates have brought them close to full cost recovery (and hence it is doubtful if further 
rate enhancement would be on the cards for the current year); but the Fund supported the 
proposed increase in electricity tariffs that mainly reflects poor performance of the subsectors as 
well as theft and a tariff rise would indicate that the compliant consumers pay for the cost of 
inefficiency and theft. Umar’s manoeuvrability may be limited to his assurance that performance 
would be improved with sharing a strategy plan to that effect but higher energy rates are 



certainly on the cards.  
 
Specific tax reforms would be negotiated and there is little doubt that the IMF would challenge 
Umar’s optimism in generating revenue from measures such as better use of technology and 
higher regulatory duties on luxury goods (including cosmetics and food items with smuggling a 
major impediment) contained in the supplementary budget. He must guard against the IMF’s 
focus on total revenue generation as opposed to reforming the tax structure as was the case 
during the past five years; and one would hope that he does not agree to raise revenue through 
taxing the already taxed as occurred during the PML-N administration.  
 
Development budget has already been cut by the PTI government, a usual practice during 
previous administrations, and one would hope that the Finance Minister offers to reduce current 
expenditure particularly in relation to seeking a voluntary decline in defence allocation more 
than on subsidies (to ensure that growth is not compromised).  
 
Umar would be well advised to note that during the past two IMF programmes, poverty 
reduction measures consisted mainly of rising outlay on Benazir Income Support Programme 
(BISP) to scientifically identified beneficiaries and enhancing the scope of the programme to 
include social sector provisions, for example, health and education. Sadly, the present 
government has yet to seek a briefing on BISP, a programme supported by several multilaterals. 
The Prime Minister’s commitment to build houses for the poor may be challenged by the IMF 
which may argue that poverty reduction may be better dealt within BISP.  
 
And finally, the 6 to 7 billion dollars bailout package, if approved, would be insufficient to meet 
the country’s foreign exchange needs that have been acknowledged by Umar at 12 billion 
dollars. The PTI government may identify the following sources of additional foreign exchange 
inflows based on comments by PTI stalwarts and the Prime Minister’s advisor on accountability: 
(i) diaspora bonds generating around 3 to 4 billion dollars; (ii) return of money laundered by 
politicians and others at another 4 to 5 billion dollars; and (iii) a reduction in budget support for 
state-owned entities due to restructuring particularly through setting up a wealth fund that would 
operate these SOEs though the source of that fund remains a mystery. However while the Fund 
may accept these at face value initially yet failure to generate as much as claimed would then 
require more stringent conditions through mini-budgets whose burden would be borne by the 
hapless people of this country.  
 
To conclude, one would urge the Finance Minister to present realistic options to the Fund and be 
wary of overstating revenue, as was done repeatedly by the then finance minister Ishaq Dar that 
led to his announcing a mini-budget for all the four years that he held the finance portfolio. 


