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          20th December, 2018 

 
 
Major challenge to economy: complacency 
On a number of occasions, economic managers have hinted that the economy has turned the corner and early 
signs indicate that the measures taken by the government have started bearing fruits. 
 
In a press release issued by the ministry of finance after the meeting of the fiscal and monetary coordination 
board, while reviewing the position of the external sector, the committee noted that: "Turning to the external 
sector the Coordination Board was apprised that current account is visibly responding to the measures taken 
since Jan 2018. In the first four months, of current financial year, non-oil imports witnessed a decline of 4% 
compared to high growth of 25% over the same period of last year." 
 
On another occasion, another senior official remarked that the exchange rate would be stable going forward. 
Yet another comment by another official predicted that there would be no more increase in the interest rates. 
In a long interview with the Saudi newspaper Arab News the FM was categorical that he was in no hurry to 
sign the IMF program. He was also reported to have sent government's position to the IMF, which 
apparently was significantly different from what was reportedly IMF's position. In another interview, it was 
also expressed, albeit obliquely, that Pakistan would not take any dictation from the IMF. This is not helpful 
for a healthy relationship that is the need for stabilization. 
 
In the meanwhile the second tranche of a billion dollar support from Saudi Arabia has also arrived. 
Curiously, the Minister, in his Arab News interview, has also remarked that the support from Saudi Arabia is 
an investment and that the Saudis would earn a good return. However, he hasn't disclosed the exact terms. It 
would be useful that such information is publicly disclosed so that people would be able to appreciate the 
kind of support made available such as the period and return allowed. So far, it was surmised that the money 
was a deposit in the central bank for a year and at best some opportunity cost of placing such deposit would 
be demanded from Pakistan. The notion of investment is a new instrument not previously expected. 
Incidentally, there is another aspect about this arrangement. If this was an investment then the question 
would be that of the beneficiary, government or SBP? The two would have very different implications for 
money supply. In the case of SBP deposit, there would be no recourse to rupee counterpart as the same 
would be sterilized. In the alternative, government would get the rupee counterpart and use it to decrease its 
huge borrowings from the central bank. 
 
Be that as it may, our concern here is to evaluate the current state of macroeconomy and judge whether the 
optimism of economic managers is justified. The following developments merit a consideration in this 
regard: 
 
First, the recent downgrade of Pakistan's rating is the first formal statement from an independent external 
assessment regarding the deteriorating state of macroeconomy. The agency has cited deteriorating external 
account position, declining foreign reserves and the delay in securing a Fund program having warranted the 
downgrade. Fitch had awarded the rating of B with a stable outlook in September 2015, which was turned 
negative early this year in January 2018. The downgrade after three years is the first formal downgrade of 
Pakistan since its rating started in 2014 by different agencies. Unless reversed soon, we may end up facing a 
rating regime that prevailed in 2013, which was quite dismal. 
 
Second, the current account deficit (CAD) is stubbornly averaging slightly above $1.2 billion a month, 
which means it would be around $15-14 billion during the year, only modestly less than the last year's CAD. 
In the five months to November, the CAD was $6.1 billion compared to $6.8 billion last year. Interestingly, 
however, this improvement owes entirely to increase in remittances, which rose from $8 billion to $9 billion. 
Excluding this improvement, the CAD is higher than the last year. This is a clear indication of the fact that 
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the pressure of aggregate demand is refusing to abate. The measures adopted to curb the demand, contrary to 
the satisfaction expressed in the coordination board meeting, have not borne fruit. It is, and this must be 
noted with great appreciation, very heartening to see the healthy growth in remittances. However, here 
again, one is not sure about the trend in remittances since the phenomenal growth in October was not 
matched in November, where only a marginal increase of 2% was observed. 
 
Third, the performance of the stock exchange has nearly returned to where it was on 8th October when in a 
single day the market suffered a historic loss, and finally pushed the government to announce its decision to 
approach the Fund. This again is a reflection of weak confidence the players have in the stability of the 
economy. 
 
Fourth, the performance of revenue collection is pathetic. In the five months to November, the tax collection 
was less than 6%, which is perhaps the lowest collection since 2013. At this rate, there would be a major 
shortfall in overall revenues during the year and would spell a real bad news for fiscal deficit, which is 
already out of line compared to the new target announced at the time of the mini-budget. 
 
Fifth, it is not surprising to see this poor performance of revenue when more than Rs.100 billion have been 
lost in subsidizing petroleum prices (by cutting the taxes) and the Supreme Court's decision that has blocked 
another Rs.100 billion worth of taxes from the telecom sector. 
 
Finally, the undue and uncalled for concessions to individual taxpayers given by the previous government in 
its penultimate hours in office, costing up toRs.150 billion were not reversed knowing fully well that this 
cost was neither of their own making nor worthy of good tax collection principles. 
 
Immediate reversal of tax concessions and loss, noted above, is imperative to restore the fiscal health of the 
country. 
 
Viewed in this backdrop, it is very difficult to share the optimism of economic managers. There is a great 
deal of hard work lying ahead to overcome the uncertainty that is visible in so many trends including those 
we noted above. In fact, the economy is vulnerable to both external (oil prices) and internal (loss of 
confidence and panic) shocks. To avoid uncertainty and create buffers against the shocks, it is imperative 
that we move decisively toward a clear stance for doing an IMF program and conclude it before things 
deteriorate even further. 
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