
       29 October 2018 

 
The Saudi bailout package 
Prime Minister Imran Khan's extremely successful second visit to Saudi Arabia should be hailed 
by all as it has averted an economic crisis that loomed large on the horizon given the country's 
need for 10 to 12 billion dollars in the remaining nine months of the current year (to pay off 
interest and principle on past loans incurred by the previous administrations); and with foreign 
exchange reserves dwindling to less than two months of imports there was the very real prospect 
of a default. 
 
Khan's critics, led by Pakistan Muslim League-Nawaz (PML-N) and Pakistan People's Party 
Parliamentarians (PPPP) accuse him of taking yet another U-turn as he had repeatedly pledged 
he would not borrow from any source if elected - bilateral or multilateral; and demand that he 
reveals the real cost to the country of getting the 6 billion dollars Saudi package (3 billion dollars 
for balance of payment support for one year and up to 3 billion dollars deferred oil payment 
facility for three years). The response to these critics is two-fold. First, the PML-N is responsible 
for converting domestic debt into external debt (with Ishaq Dar showing his accountant 
credentials as opposed to an economist's credentials required by proudly claiming that he 
converted domestic debt, with a rate of return of over 12 percent, into foreign currency debt with 
a much lower rate of around 6 to 7 percent thereby saving billions of rupees in the budget). He 
was repeatedly warned by independent economists that while domestic debt can be handled by 
printing money, not a favoured policy decision but better than what Pakistan faces today notably 
10 to 12 billion dollars to pay off foreign creditors that include incurring debt equity by issuing 
Eurobonds/sukuk at a high rate of return (as high as 8.5 percent for ten year Eurobonds bonds - 
well above the market rate) to shore up the foreign exchange reserves. To compound the issues 
facing the economy today the PML-N administration began borrowing from the most expensive 
available source during the last two years of its tenure, after completing the International 
Monetary Fund bailout package in September 2016: foreign commercial banks with a high rate 
of return and a very small amortization period which account for net negative outflows since late 
last year. Foreign exchange reserves in 2012-13 were an appallingly low at 6 billion dollars and 
rose to 18 billion dollars in 2015-16 but these reserves were sourced to debt rather than to a rise 
in export earnings though remittances did rise during the period. 
 
At the same time Dar borrowed heavily from the domestic market and the Economic Survey 
2017-18 indicates that net domestic debt rose from 8.6 trillion rupees in 2012-13 (which includes 
Dar's decision to eliminate the 4i80 billion rupee circular debt) to a whopping 13.4 trillion rupees 
in 2018. 
 
Disturbingly the PML-N leadership allowed Dar to compound his flawed economic policies and 
artificially prop up the rupee through market intervention that not only led to the failure of our 
exporters to compete in the international marketplace - the most desired form of earning foreign 
currency - resulting in an unsustainable over 18 billion dollar current account deficit. In all 
fairness to Dar, Nawaz Sharif reportedly directed him to keep the rupee strong. 



 
The PPP-led administration did not seek foreign loans on Dar's scale but in 2012 it failed to 
honour its commitments to independent power producers leading to the sovereign default by 
Pakistan. This in turn had catastrophic consequences on Pakistan's ability to attract foreign 
investment, downgraded the government's creditworthiness and made it expensive to borrow 
money. 
 
Thus, the attack by Prime Minister Imran Khan and his federal cabinet members against the 
status quo parties' erroneous economic policies is justified with the PML-N taking considerably 
more flawed economic policy decisions than its predecessor, the PPPP. This may be because the 
PPP, not having an in-house economist relied on recommendations by powerful institutions to 
select its finance minister though at the tail end of its tenure, in 2013, it appointed a party 
stalwart Salim Mandviwalla. 
 
Enough data was published during the past five years that indicated the extent of the economic 
problem facing the country - the PML-N government claims based on massive data manipulation 
and counter-data presented by independent economists - but Tehreek-e-Insaf did not hit the 
ground running and even today the policies, as reflected in the supplementary budget as well as 
other decisions sourced to the Economic Coordination Committee, do not reflect an 
understanding of how to turn the economy around. PTI Chairman Imran Khan can be accused of, 
at worst, being ignorant and, at best, not being properly briefed on the state of the economy and 
the measures required by his chosen finance minister, chosen well before the party won the 
elections. 
 
The question is what would have happened if Khan had allowed the country to default? Two 
things that would have impacted on the people of this country: the ability to borrow to finance 
development expenditure, including dams, education and health, would have eroded dramatically 
leading to large scale unemployment, mounting inflationary pressures and an erosion of the 
quality of life of the people. In addition, the government would have struggled to meet its current 
expenditure - defense outlay may have been compromised that may have led to a recurrence of 
the law and order issues of the past - and subsidies would have had to be slashed. Higher revenue 
generation would no doubt have lent some support to the budget but with business confidence at 
low ebb raising revenue from those with means would have become even more of a challenge. 
 
The 6 billion dollars from Saudi Arabia have to be supplemented and is IMF the best way 
forward? US Secretary of State Pompeo and Christine Lagarde Managing Director of the 
International Monetary Fund (IMF) recently stipulated that any bailout package by the Fund 
would be based on the need to have a complete understanding and absolute transparency on the 
nature, size, and terms of the debt that is bearing on a particular country." The writing was clear 
on the wall: Pakistan would not be able to access a bailout package until and unless it revealed 
how much Pakistan owed to which country and the reference to China as an outcome of China 
Pakistan Economic Corridor was clear. 
 
The Prime Minister has indicated that the country would seek an IMF programme but its 
conditionalities would decline in proportion to the amount requested by the government. This 
perhaps may not be the case as IMF does impose standard conditionalities. Hence China and/or 



the UAE (a close Saudi ally) as a source of the remaining 6 billion dollars required for the 
current year maybe the better alternate. IMF and strict monitoring of its programme does open up 
other sources of international funding as confidence rises but again the conditions, given the state 
of the economy, may be too debilitating - politically and economically. Austerity coupled with 
privatization and higher revenue generation (as opposed to restructuring the tax system and 
converting it into a fair system rather than the present one where heavy reliance is on indirect 
taxes) would be some of these politically challenging conditions. 
 
At whatever cost the Saudi package was procured it is not only a Godsend to this country but 
critical for our economic viability. If it required the Khan administration to do a U-turn in terms 
of sending troops to the Middle East, a request that was denied by the Nawaz Sharif 
administration subsequent to the passage of a resolution in the national assembly fully backed by 
the PTI, or whether the rate to be charged on the 6 billion dollars is above the market rate (which 
in the spirit of transparency should be shared with the public) is irrelevant given what would 
have happened if this assistance had not been forthcoming. 
 
However, the Khan administration must now begin to implement reforms because unless it 
succeeds in making the economy take a u-turn based on out of the box measures the country 
would merely be subjected to yet another loan payable by the end of the year. To date his 
economic team has left an impression that it would succeed in implementing policies where its 
predecessors failed, a stance similar to what the PPP and the PML-N administrations claimed on 
assuming office. The supplementary budget as well as power sector reforms consist of almost 
identical measures that were the hallmark of previous administrations and therefore do not 
provide a comfort level. Most importantly Khan must realize that irrespective of corruption 
associated with his predecessors the two previous administrations did try to widen the tax net and 
to improve governance of the power sector but failed due to prevalent socio-economic and legal 
constraints and those constraints continue to prevail. 
 
Next week's article would focus on the required economist credentials in the staff of the Ministry 
of Finance as well as the minister, and whether the appointments in this regard by four 
administrations - the incumbent as well as the previous three - meet our requirement. 
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