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The caretaker setup has already prepared the groundwork for entering into another IMF program by the 
newly elected government. Since the last exit in 2016, IMF had been quietly goading the GOP to re-start 
the 'exchange rate management' instrument in order to address the growing BOP imbalances. 
Unfortunately, the caretaker government in its short tenure was forced into 'adjustment shocks' rather 
than 'management' of the exchange rate to facilitate the expected bailout. Although by now the Pakistan 
bureaucracy is so well experienced with IMF bailouts and how to obtain waivers for structural slippages 
during its implementation, it would be an exaggeration to say that it can take IMF, a multi-lateral institution 
that is technically the best in the world, for a ride without the institution itself knowingly allowed to be 
taken for a ride. Unfortunately the expected deal would not be a EU/German-Greece bailout (based 
mostly on economics) and one can visualize the final go-ahead will have 'implicit geo-political/security 
deliverables' or implications based on understanding of Pakistan and USA, its main donor and 'explicit 
economic conditionalities' agreed by Pakistan and IMF on paper. 
 
Let us dwell briefly, why IMF has been handicapped to issue exemptions and waivers for slippages in the 
past unsuccessful and/or successful implementation of the programs. It is the geo-political interests that 
USA wished to achieve in the region and the 'trump' card that Pakistan held to sway the deal in its favour. 
In most of the previous bailout deals, the above (willingly or unwillingly by both the bilaterals) converged. 
Starting from the Afghan War, and continuing with nuclear capabilities, the Middle East leverage, 'manna 
from heaven' the Taliban imbroglio, the 9/11 and the war on terrorism, these events provided continuous 
stream of 'trump cards' which Pakistan held and continued to play with the US through IMF in obtaining 
waivers on structural reforms. By 2013, India had succeeded in capturing and guaranteeing the interest of 
USA as reliable regional player/power. Moreover, except the nuclear card, all the other cards had lost 
their attractiveness to the US. The implicit or geo-political deliverable by Pakistan in the 2013 bailout was 
implementing a broad and comprehensive 'open' relations with India. Unfortunately, the deliverable could 
not be executed in spite of the best intentions of political party in power but achieving the numerical 
targets of the 2013-16 bailout (at the cost of worsening real effective exchange rate and condoning 
structural slippages) led to its successful culmination. 
 
It is 2018, and going into another bailout, we need to guess what cards both bi-laterals hold to pull it off. 
Except the nuclear card, all the trump cards held by Pakistan are now embodied in the personality of 
'Trump' as the President of the US. Anticipating that USA will be successful in denting the North Korean 
nuclear program and killing the Iranian nuclear deal, it will be Pakistan's turn to see the nuclear card in 
the hand of USA. Expecting that CPEC card is really a 'trump' card in the hands of Pakistan is an illusion 
as it means slow foreign exchange additions in return for unsustainable accumulation of more debt for at 
least another 5-10 years. If the US is generous, unfinished business of 'Open' policy towards India may 
still be put as one of the implicit deliverables for 2018 bailout. 
 
Let us turn to the economic agenda that the IMF bailout is likely to bring in 2018/19. Given the broad 
contours of previous bailouts one distinguishing feature stands out consistently. All programs have what I 
call a) numerical BOP/fiscal/monetary conditionalities and targets and b) structural measures, e.g., 
competitiveness in exports, privatization, broad-basing of tax regime, cost-pricing and reduction in 
subsidies, increase in social expenditure and so-forth. Although both a) and b) are interlinked, mostly 
glaring slippages occur in b) partly because they are structural, require long-term commitment and policy 
changes and broad political consensus and to some extent are shared with the World Bank for 
implementation. By the time the 3-year IMF program ends, and part a) achieves 75% of its numerical 
targets either by strict monitoring, forced demand compression and/or 'financial/fiscal 
engineering/innovation', the program culminates successfully and part b) is forgotten, ignored and adds to 
'slippage hangover' or 'accumulated waivers' to be taken up next time by the IMF. 



 
Let me first take up the fate of structural reforms of part b) in the expected bailout of 2018. In the past 
bailouts, it is unfortunate that IMF didn't operationalize the structural reforms of b) in numerical 
monitorable targets, e.g., setting increase in income tax payers by 0.5 million in a year, urban property 
taxes based on market valuations, or cost recovery in irrigation water. As these were political and require 
consensus, IMF agreement glossed over them in a finely technically worded narrative. Prior to the 18th 
Amendment there were opportunities to implement some of the above reforms, but these have been lost 
as the federating units have become powerful at the cost of weak federal government. 
 
In the current scenario if there is a single party majority, there may be some hope that policy changes are 
initiated or at least 'feelers' are tested for anticipated policy changes during their 'honeymoon' period. 
However since 'hung' parliament is expected, the reforms in b) at the end of 3 years will most likely 
extend the 'slippage hangover'. With every CM of the province acting like the PM of a small and exploited 
country in the CCI, the federal government will be too weak to enact meaningful and sustainable 
structural reforms during the 3-year period. 
 
The success of numerical part a) relies on the conditionalities, targets and instruments revolving around 
to reduce imports that are roughly now 3 times the exports unlike in the previous bailouts. In a neo-
classical framework, the policy instruments are mostly aimed directly at addressing a specific imbalance. 
The most widely and commonly used short-term instrument of exchange rate and interest rate adjustment 
to arrest trade imbalance is already at work. While the economic gurus keep on insisting that devaluation 
will be Pakistan's savior (and to an extent their own) in the short and long run, latest research using 
annual trade, exchange rate and industry data of the last 31 years,1983-2014 and employing the S-curve 
methodology (PJAE, Summer 2017) reached a conclusion that out of 16 industries, only 6 industries 
benefit from devaluation in the long run. Among the 10 industries that do not benefit are textiles, 
agriculture, cloth and other manufacturing industries. Although the conclusions of this paper can be 
questioned as those from earlier ones that favoured devaluation, it throws in doubt our 'pre-mature 
exuberance' at the slow growth of trade imbalances in the last 6 months, attributed to real devaluation. 
Whether 22 percent depreciation in the last 6 months will lead to a discrete jump and sustainable 
improvement in trade balance remains to be seen. The last major annual slide of the rupee was from April 
08-May 09 of nearly 20 percent. Exports fell from US$ 19 billion in FY 07-08 to US$ 17.7 billion in FY 08-
09 and then rose to US $ 19.3 billion in FY09-10. However, at the cost of rolling brownouts the imports 
were compressed by US$ 5 billion during the period. Would you call an increase of US$ 4 billion in 
exports in last 10 years a discrete and sustainable jump in exports due to 20 percent devaluation in 2008-
09? Although it was the start of Great Recession, it also shows that exchange rate depreciation is no 
magic wand. With international currency crisis and trade war likely to erupt, it is unlikely that our currency 
crisis will end with recent 22-25 percent depreciation. Currencies of our competitors, India and China are 
also under pressure apart from the fact that a number of new competitors have emerged on the world 
scene in the last 10 years. Moreover, our imports may have also become more import price inelastic in 
the last 10 years. 
 
Although the previous government insisted that eventually imports will come down once investment 
expenditure due to CPEC tapers off, its timeframe and level remains a mystery given the cloak over 
CPEC data. Assuming that imports due to bailout are compressed by US$ 10 billion next year, will the 
exchange rate adjustment increase exports by US$ 10 billion in a year to half the trade gap to US$ 20 
billion. There is no precedent of this level of change in the past. What other instruments are available to 
compress import demand. Import cash margins have been increased to 100 percent in 122 items. 
Regulatory duties on luxury items to the extent admissible by WTO rules have also been increased. 
Subsidy to exports in the form of export packages although no favorite of IMF, have had lackluster 
impact. Further import compression will reintroduce brownouts, employment loss in automobile industry, 
black market in imports and inflation tax. 
 
One can also guess that the focus of bailout will also shift to exports. Unfortunately, very few numerically-
based instruments (apart from dual exchange rate, again a no favorite of IMF) are left to rapidly increase 
exports by US$ 10 billion in a year and we would be back to structural measures. Various trade missions 
will be planned by the IMF including trade facilitation mission, a mission to review and overhaul the 



structure of TDAP, a mission to make MOC more dynamic and generate a new STPF, a mission to 
improve the quality of exports as per international standards and consultants to undertake a highly 
technical empirical work on trends in exports and their cost competitiveness. USAID/ADB would also step 
in to help. Hopefully, by the time all the above are completed and recommendations approved by GOP, 
the three year period will end and by luck our exports would reach US$ 30 billion, with government 
claiming that export subsidy packages have helped to achieve this remarkable growth. All the 
recommendations by IMF/WB to structurally reform the export sector would be forgotten until another 
bailout stares us in the face. 
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