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          27th December, 2018 

 

 

Country’s external sector needs and IMF 
The International Monetary Fund (IMF) as well as Pakistani authorities are both officially maintaining that 
talks on a bailout package are ongoing with the next round of discussions deferred till February - a delay 
well past the Christmas/New Year holidays raising the distinct spectre of an ongoing stalemate. This view is 
further strengthened by the fact that Finance Minister Asad Umar has acknowledged that the government 
has already submitted a memorandum of economic and financial policies, a detailed accounting of the 
macroeconomic targets going forward for the current fiscal year, subject to approval by the Fund staff and 
later by the Fund Board before the package can be disbursed. 
 
The government appears to be shackled not only by the economic policies of the previous administration 
that accounts for the current unsustainable budget as well as current account deficits, but also by its own 
political compulsions that would not allow it to accept IMF conditions that raise the rate of inflation to 
unacceptable levels fuelling social unrest and a growth rate held hostage to a targeted budget deficit that 
would in turn increase unemployment levels to new heights. Reportedly, the government has proposed a 7 
percent rate of inflation which it believes would be manageable and a growth rate of 3.9 percent; however 
the Fund is reportedly focused on a realistic revenue generation and a free float (rupee) instead of the present 
managed float which, given the current state of the economy, may well be akin to political as well as 
economic hara-kiri for the government. 
 
Added to this mix is the IMF claim, irrespective of whether it was prompted by statements of senior Trump 
administration officials or as part of the Fund's usual strategy, that the country's high existing indebtedness 
presents a serious challenge to its ability to repay a Fund loan, if approved. The usual Fund practice in this 
case is to either seek (i) restructuring of debt which is allowed on debt equity (Eurobonds/sukuk/diaspora 
bonds as and when issued) as opposed to bilateral debt and is a challenge as it requires the debtor nation to 
strike a deal with several bond holders; or (ii) re-profiling associated with bilateral creditors and in our case, 
China is known to re-profile debt which implies that the principal amount remains while the interest is cut. 
 
China has already indicated its willingness to assist but would like the government of Pakistan to prepare a 
viable economic plan for the current year as well as for a couple of years to come to determine whether its 
own existing and future lending to Pakistan is sustainable. It is a forgone conclusion that the proposed 
memorandum of economic and financial policies submitted to the IMF (which the Fund found unacceptable) 
would also not be acceptable to China. And this is largely because a viable economic policy plan remains 
missing from the equation to this day, unfortunately. 
 
The options before the government are increasingly becoming limited. Injections from Saudi Arabia, the 
UAE and indeed a deferred LNG payment facility from Qatar may well go some way in meeting the 
ongoing economic impasse. Additionally, a rise in remittance income would also assist in reducing pressure 
on the balance of payment position but these would unfortunately not be enough to deal with the major crisis 
that faces the country today. The overarching need is to present a viable economic plan which remains a 
challenge for the current administration and this is in spite of the council of advisors it has surrounded itself 
with like its predecessors. 
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At the risk of repeating its refrain, Business Recorder would urge the government to: (i) motivate all those 
sectors/institutions that are the recipient of major annual budgetary allocations notably civil and defence 
administrations to take a voluntary cut as part of a countrywide belt tightening sacrifice for a period of one 
to two years; (ii) revenue generation in the short-term has to focus on ease of collection as opposed to 
fairness of the tax structure and in this instance, taxes need to be raised, however, a long-term plan to slash 
unfair taxes in favour of fair taxes must be announced as soon as possible; (iii) all unnecessary imports must 
be banned and any such item smuggled into the country would then be subject to confiscation; and (iv) there 
must be an acknowledgement of the fact that the export incentive package has not been too effective and 
needs further tweaking. 
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