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Critical aspects of IMF programme 
The government is finally going to the IMF. This is the right decision though one wished it was done 
without so much hesitation and loss of precious time. However, this is behind us and it is now time to 
roll our sleeves and get down to the hard work that lies ahead. We would reflect on some important 
aspects of the programme that would be most formidable to implement the programme. This is only a 
selected set of matters that would be of utmost concern while negotiating the programme. A clear 
thinking in advance would be helpful to articulate a response to the proposals that the Mission would 
put forward. 
First, and perhaps the foremost, is the correction in the precarious state of foreign reserves. In terms 
of the net international reserves (NIR), the situation is significantly worse than what it was when the 
last government of PML (N) came to the office. The reserves stood at $8.3 billion as on 5-10-18. If 
we exclude the forward/swaps position which had stood at $6.7 billion on 31-5-2018 (data beyond 
this date not available) and the most recent Chinese deposit of $2.0 billion, the effective reserves 
would be negative $400 million. We have to further exclude all short-term loans and deposits and 
principal repayments falling due in the next twelve months to arrive at the NIR. This is a very large 
gap and has to be filled within the shortest possible time. 
The primary goal of the programme would be to build strong buffers of reserves. By implications, it 
would not be possible for the central bank to use reserves for market intervention to support the 
currency except perhaps to restore order under exceptional circumstances. On the contrary, the 
central bank would be required to build reserves by purchases in the inter-bank market, at least in the 
early quarters as privatization receipts, CSF and auction of 3G-4G licenses would take time to 
become feasible. This would be painful as it would require exchange rate adjustment. 
Since the end of the last programme, the solitary reason behind unravelling of programme gains was 
unbridled use of reserves and short-term borrowings to finance an ever-increasing current account 
deficit. But that in turn was fueled by a run-away fiscal deficit. Thus, the fiscal adjustment would be 
central to external stability. Going forward, a flexible exchange rate is needed for correcting external 
imbalances. 
Second, the Government debt market is in turmoil. For more than a year, long-term investment in 
government paper has vanished. Indeed, even the maturities falling in longer papers are being 
converted to short-term. Within the short-term, all investments have been shifted to the lowest 
maturity of three-months. There is no yield curve in the market. The only meaningful rate available 
in the market is 3-month T-Bill, which is closely aligned to the policy rate. 
Such massive disruption is made possible by an exceptionally accommodating monetary policy. The 
central bank lending for budget support has risen to an alarming level of Rs 5 trillion - way above Rs 
1.4 trillion achieved on 30-6-18, when the Fund programme was completed. On the face of a massive 
drawdown on foreign reserves and consequent decline in net foreign assets, there was some 
balancing of monetary expansion. This liberty would not be available under the programme, as it 
would require reserves build up and tighter growth in domestic credit expansion To restore order in 
the public debt market, SBP has to play the key role. The correction would have 
major implications for policy rate, which is considered unrealistic by the market for a long time 
despite a 275 basis points action since last January and credible enforcement of legal provisions 
under the SBP Act, 1956 relating to Government borrowings from SBP. Immediately, the borrowings 
have to be cut down by shifting these to commercial banks through OMOs. However, gradually the 
rates would have to be enhanced to restore the yield curve. 



One promising area would be to design local sukuks that would not be counted as part of credit 
expansion and therefore relax this constraint. This would be with possible concerted efforts to 
identify a large number of assets that could serve as the security for securitization of sukuks. There is 
no dearth of assets, present and future, which can serve as the requisite securities. However, the key 
to accomplish this is to create a centralized register of public assets in the Ministry of Finance with 
ownership titles and other necessary documents, irrespective of where the possession of actual assets 
would be in ministries and divisions. This is a painstaking job that would open up new vistas for 
public debt management offering more competitive cost as well as helping the Islamic banks to 
support their expanding deposits base. 
The third aspect is the power sector reforms, most notably the issues of circular debt and tariff 
determination. The circular debt (CD) is the most harmful of all issues afflicting the power sector. 
Recent reports suggest that the CD has risen to Rs 1300 billion, of which nearly half is settled and 
half is unsettled. The settled debt needs to be allocated to the Discos on whose behalf they were 
funded through bank borrowings. The other part needs payment as a large part is overdue for 
payment. The government has to either find innovative ways to pay this debt or seek special 
arrangements with the Mission to settle this debt without being counted toward fiscal performance. 
The more difficult thing to fix is the continuing accumulation of CD. This is contributed by higher 
losses than approved by the regulator as well as the shortfall in recoveries of bills. These two factors 
are aggravated by the manner of tariff determination (eight tariffs are determined for each disco but 
only the cheapest is applied in the country) and the inefficiencies in the public sector operations of 
these companies. For the former, a recent amendment in the NEPRA law has made it possible to 
determine an average tariff for the country as a whole so long as the ownership of these companies 
remains with the Government. A great deal of cash-flow shortfalls would be covered by this 
methodology. 
For the latter, the government has to revive the stalled privatization programme. The performance of 
the previous government fell short when the time came to move forward in the area of divestment of 
these companies. The experience of more than two decades in the operations of this sector has 
suggested that without making headway in bringing private sector investment in these companies 
there is little hope that efficiencies would improve. Therefore, the sooner we embark on divestment, 
the earlier we would be able to find a durable solution. 
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