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  The current account deficit, with trade as a major component, rose to its historical high of 17.99 billion 
dollars during fiscal year 2017-18. The major reason is the PML-N administration's policy to intervene in 
the currency market to keep the rupee overvalued due to the misconception by the then Prime Minister 
Nawaz Sharif and his Finance Minister Ishaq Dar that a strong rupee reflected well on the state of 
country's economy. Additionally, an overvalued rupee allowed the administration to understate the rising 
untenable reliance on external indebtedness inclusive of repayment of interest and principal as and 
when due on bilateral/multilateral/commercial loans as well as heavy reliance on debt equity through 
issuance of Eurobonds/sukuk. 
 
Subsequent to the 28 July verdict in the Panama Papers case, a new prime minister namely Shahid 
Khaqan Abbasi and de facto finance minister Miftah Ismail replaced the old PML-N team and the policy 
of an overvalued rupee underwent a change. In December 2017 and then again in March 2018, the 
rupee was allowed to depreciate, by around 5 percentage points each time, both times after the 
interaction of Ismail with an International Monetary Fund team, prompting analysts with a degree of 
credibility to maintain that the new administration faced markedly different conditions than those faced 
by Sharif/Dar-led administration. 
 
These different conditions were twofold. First, Pakistan was on an IMF programme from September 
2013-16 and Dar maximized reliance on borrowing from all available external sources, including 
incurring debt equity, to fund an ever-rising current expenditure - which rose from 2.63 trillion rupees in 
2011-12 (the last full year of the PPP-led government) to 3.9 trillion rupees in 20176-17, a rise of 48 
percent. This policy held the seeds of its own unsustainability as debt servicing rose from 843.8 billion 
rupees in 2011-12 to 1.36 trillion rupees in 2016-17 revised estimates. Dar's declared reason at the time 
was that he could borrow more cheaply from the external market relative to the domestic market and 
ignored this newspaper's numerous gentle exhortations that by relying on external sources he was not 
taking account of the average rupee depreciation that should have been projected but was not. 
 
And secondly, foreign exchange reserves during Dar's tenure were not sourced to what is desired 
notably from either a trade surplus, where exports are greater than imports, and/or remittances but 
reflected debt equity - a fact that was acknowledged by the IMF mission leader during the 2013-16 Fund 
programme. 
 
Caretaker Finance Minister Dr Shamshad Akhtar announced on 12 June that the foreign exchange 
reserves had plummeted to new lows and there were simply not enough reserves that would allow the 
State Bank of Pakistan to intervene in the market with the objective of arresting the rupee slide. This 
accounts for its depreciation in recent days with importers raising their import orders projecting a further 
decline in the rupee in weeks to come. 
 
The previous administration's export promotion policies and import restraining policies have yet to bear 
fruit in arresting the widening of the current account deficit with many economists calling for the 
declaration of a state of economic emergency that would necessitate curtailing all non-essential import 
items (and to narrowly define essential items) as well as curtailing government expenditure on all items, 
including defence. 
 
There is therefore no doubt that many more politically challenging decisions need to be taken to 
address the widening deficit and it is now evident that the caretakers feel they do not have the mandate 
to undertake the necessary remedial measures. Thus the onus would be on the next government to 
resolve serious issues facing the economy which would be much more of a challenge than forming the 
government after the 2018 elections is likely to be. 
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