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          26th November, 2018 

IMF and foreign direct investment 
Pakistan’s talks with the International Monetary Fund (IMF) were inconclusive though the press release issued 
by the Fund stated that ‘dialogue with Pakistani authorities will continue over the coming weeks’ and that there 
was broad agreement on “the need for a comprehensive agenda of reforms and policy actions aimed at reducing 
the fiscal and current account deficits, bolstering forex reserves, strengthening social protection, enhancing 
governance and transparency and laying the foundations for a sustainable job creating growth path.” Broad 
agreement on the objectives - and clearly there can be no two opinions about what needs to be done given the 
unsustainable budget and current account deficits, and dwindling foreign exchange reserves (less than two 
months of imports) - did not translate into an agreement on how to achieve these objectives or the way forward. 
And the reason is that while the PTI-led administration strongly believes that it will succeed where its 
predecessors failed, simply because it is more deeply committed to reforms, the IMF believes that the 
impediments to the achievement of reforms by the previous two administrations, including failure to improve 
governance in the power sector as well as reform of the tax structure was not due to lack of intent but due to 
structural issues; for example, the failure to improve receivables by the power sector was due to the 
government’s inability to disconnect the power supply in the event of non-payment of bills by some consumers 
and in certain areas; and the inability to raise revenue as a percentage of GDP was attributable to the large 
number of high asset value non-filers, identified by Nadra, who were legally not subject to federal income tax. 
 
Be that as it may, the Prime Minister has led four successful missions to friendly countries - Saudi Arabia, China, 
the United Arab Emirates and Malaysia –seeking, at least from three, assistance to meet the country’s external 
financing needs. However, this success is unlikely to lure foreign direct investment (FDI) which, after exports, is 
the most desirable form of foreign exchange earnings. The government must focus on increasing FDI as well as 
exports if it is to succeed in ensuring that the country would not need another IMF bailout package in the short to 
medium-term. 
 
Prime Minister Imran Khan reportedly sought FDI from the four friendly countries he visited recently in his 
quest to meet the country’s large external financing requirements and has reportedly been assured of interest by 
all four; however, there are some considerations that need to be looked at more closely: if the FDI is government-
to-government, which appears to be on offer with respect to the four countries, rather than private sector inflows 
the incentives sought in terms of concessionary land price and/or taxes would be high. And if these companies 
enjoying such extraordinary concessions are allowed to repatriate their entire profits then there would be little 
gain from Pakistan’s perspective. 
 
Imran Khan while addressing the Pakistani community in Malaysia stated that his government was preparing a 
complete package for foreign investors, including improving ease of doing business, removal of red tape and 
through wealth creation facilities, though he did not identify what these were. Needless to add, the previous 
administrations did try to improve the ease of doing business climate and under the IMF’s Extended Fund 
Facility programme drafted a set of proposals which were implemented, but failed to improve the situation 
because of impediments by the civilian establishment whose reforms are under consideration by a task force but 
which would require years of sustained implementation before bearing fruit; and wealth creation, if it is through 
borrowing as is feared under the China Pakistan Economic Corridor, then it would delay the process of impacting 
positively on the economy. 
 
To raise FDI the government would need to get an IMF package as that would provide a comfort level to not 
only other multilaterals/bilaterals but also to foreign investors that Pakistan is embarked on a rigidly monitored 
reform programme that has the capacity to lead the country out of its current economic impasse. True, that going 
on an IMF programme would entail allowing the rupee to depreciate to reach its market value (with economists 
claiming that the rupee-dollar market parity may be as high as 150 rupees to the dollar), a negative factor for FDI 
inflows, and the Fund may oppose existing incentives extended to the five zero-rated industries (inclusive of 
lower utility tariffs) however being on a Fund programme would send a message of continuity of policies for the 
duration of the programme which in turn would lure FDI inflows. Unfortunately, given what the present 
government inherited, the options are limited and the need for an IMF programme cannot be ruled out. 


