




 

 

INTERNATIONAL M
ONETARY FUND 

23 

PAKISTAN 

Figure 2. Pakistan: Public DSA – Realism of Baseline Assumptions 
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As of March 25, 2020
2/ 2018 2019 2020 2021 2022 2023 2024 2025

Nominal gross public debt 64.4 75.2 87.5 89.8 87.8 83.7 80.8 77.4 73.1 Sovereign Spreads
Of which: guarantees 2.1 3.6 4.0 4.4 4.4 4.4 4.4 4.4 4.3 EMBIG (bp) 3/ 921

Public gross financing needs 28 33.7 40.0 32.4 29.2 24.1 24.0 21.2 19.5 5Y CDS (bp) 695
Real GDP growth (in percent) 3.6 5.5 3.3 -1.5 2.0 4.0 4.5 5.0 5.0 Ratings Foreign Local
Inflation (GDP deflator, in percent) 9.3 2.8 7.8 10.5 9.0 8.0 6.1 4.9 4.8 Moody's B3 n.a.
Nominal GDP growth (in percent) 13.1 8.4 11.4 8.8 11.2 12.4 10.9 10.1 10.0 S&Ps B- n.a.
Effective interest rate (in percent) 4/ 8.2 7.0 8.4 7.8 7.5 7.5 8.3 7.1 6.9 Fitch B- n.a.

2018 2019 2020 2021 2022 2023 2024 2025 cumulative
Change in gross public sector debt 1.4 5.2 12.3 2.3 -2.0 -4.0 -2.9 -3.4 -4.4 -14.4
Identified debt-creating flows 0.9 4.4 11.7 1.4 -2.6 -4.6 -3.5 -3.8 -3.8 -16.9
Primary deficit 1.7 2.1 3.4 2.7 0.3 -0.8 -1.5 -1.5 -1.6 -2.3

Primary (noninterest) revenue and grants 14.3 15.2 12.8 14.3 15.8 16.8 17.4 17.5 17.4 99.3
Primary (noninterest) expenditure 16.0 17.3 16.2 17.0 16.2 16.1 15.9 15.9 15.9 96.9

Automatic debt dynamics 5/ -1.4 1.8 5.0 -0.8 -2.9 -3.8 -2.0 -2.2 -2.2 -14.0
Interest rate/growth differential 6/ -2.5 -0.9 -2.0 -0.8 -2.9 -3.8 -2.0 -2.2 -2.2 -14.0

Of which: real interest rate -0.5 2.6 0.2 -2.0 -1.4 -0.7 1.4 1.4 1.3 0.1
Of which: real GDP growth -2.1 -3.6 -2.2 1.2 -1.6 -3.2 -3.4 -3.6 -3.5 -14.1

Exchange rate depreciation 7/ 1.1 2.8 7.0 … … … … … … …
Other identified debt-creating flows8/ 0.6 0.4 3.3 -0.5 0.0 0.0 0.0 0.0 0.0 -0.5

Residual, including asset changes 9/ 0.5 0.9 0.5 0.9 0.6 0.6 0.6 0.4 -0.6 2.4

Source: IMF staff.
1/ Public sector is defined as general government and includes public guarantees, defined as guarantees to PSEs.
2/ Based on available data.
3/ EMBIG.
4/ Defined as interest payments divided by debt stock (excluding guarantees) at the end of previous year.
5/ Derived as [(r - π(1+g) - g + ae(1+r)]/(1+g+π+gπ)) times previous period debt ratio, with r = interest rate; π = growth rate of GDP deflator; g = real GDP growth rate;

a = share of foreign-currency denominated debt; and e = nominal exchange rate depreciation (measured by increase in local currency value of U.S. dollar).
6/ The real interest rate contribution is derived from the numerator in footnote 5 as r - π (1+g) and the real growth contribution as -g.
7/ The exchange rate contribution is derived from the numerator in footnote 5 as ae(1+r). 
8/ In 2019 and 2020, "other identifed debt creating flow" is driven by the accumulation and drawdown of cash buffers, respectively. 
9/ Includes changes in the stock of guarantees, asset changes, and interest revenues (if any). For projections, includes exchange rate changes during the projection period.
10/ Assumes that key variables (real GDP growth, real interest rate, and other identified debt-creating flows) remain at the level of the last projection year.
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Figure 3. Pakistan: Public Sector Debt Sustainability Analysis (DSA)
(In percent of GDP unless otherwise indicated)
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Baseline Scenario 2020 2021 2022 2023 2024 2025 Historical Scenario 2020 2021 2022 2023 2024 2025
Real GDP growth -1.5 2.0 4.0 4.5 5.0 5.0 Real GDP growth -1.5 4.0 4.0 4.0 4.0 4.0
Inflation 10.5 9.0 8.0 6.1 4.9 4.8 Inflation 10.5 9.0 8.0 6.1 4.9 4.8
Primary Balance -2.7 -0.3 0.8 1.5 1.5 1.6 Primary Balance -2.7 -2.1 -2.1 -2.1 -2.1 -2.1
Effective interest rate 7.8 7.5 7.5 8.3 7.1 6.9 Effective interest rate 7.8 7.5 7.7 9.1 7.5 6.3

Constant Primary Balance Scenario
Real GDP growth -1.5 2.0 4.0 4.5 5.0 5.0
Inflation 10.5 9.0 8.0 6.1 4.9 4.8
Primary Balance -2.7 -2.7 -2.7 -2.7 -2.7 -2.7
Effective interest rate 7.8 7.5 7.5 8.8 7.2 6.9

Source: IMF staff.
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(in percent)
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Figure 4. Pakistan: Public DSA - Composition of Public Debt and Alternative Scenarios
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Primary Balance Shock 2020 2021 2022 2023 2024 2025 Real GDP Growth Shock 2020 2021 2022 2023 2024 2025
Real GDP growth -1.5 2.0 4.0 4.5 5.0 5.0 Real GDP growth -1.5 1.1 3.2 4.5 5.0 5.0
Inflation 10.5 9.0 8.0 6.1 4.9 4.8 Inflation 10.5 8.8 7.8 6.1 4.9 4.8
Primary balance -2.7 -1.5 0.2 1.1 1.5 1.6 Primary balance -2.7 -0.5 0.4 1.5 1.5 1.6
Effective interest rate 7.8 7.5 7.6 9.0 7.2 5.8 Effective interest rate 7.8 7.5 7.5 9.0 7.2 5.7

Real Interest Rate Shock Real Exchange Rate Shock
Real GDP growth -1.5 2.0 4.0 4.5 5.0 5.0 Real GDP growth -1.5 2.0 4.0 4.5 5.0 5.0
Inflation 10.5 9.0 8.0 6.1 4.9 4.8 Inflation 10.5 19.2 8.0 6.1 4.9 4.8
Primary balance -2.7 -0.3 0.8 1.5 1.5 1.6 Primary balance -2.7 -0.3 0.8 1.5 1.5 1.6
Effective interest rate 7.8 7.5 9.2 11.5 10.3 9.3 Effective interest rate 7.8 8.1 7.2 8.5 7.0 5.6

Combined Shock Contingent Liability Shock
Real GDP growth -1.5 1.1 3.2 4.5 5.0 5.0 Real GDP growth -1.5 1.1 3.2 4.5 5.0 5.0
Inflation 10.5 8.8 7.8 6.1 4.9 4.8 Inflation 10.5 8.8 7.8 6.1 4.9 4.8
Primary balance -2.7 -1.5 0.2 1.1 1.5 1.6 Primary balance -2.7 -2.0 0.8 1.5 1.5 1.6
Effective interest rate 7.8 8.2 8.9 11.5 10.3 9.3 Effective interest rate 7.8 8.0 7.7 9.0 7.2 5.8

Source: IMF staff.
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Figure 5. Pakistan: Public DSA - Stress Tests
Macro-Fiscal Stress Tests
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Projections
2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025 Debt-stabilizing

non-interest 
current account 6/

Baseline: External debt 24.1 26.5 27.4 30.3 37.6 42.2 43.6 43.2 43.2 41.4 39.3 -3.1

Change in external debt -2.7 2.5 0.9 2.9 7.3 4.6 1.4 -0.4 0.0 -1.8 -2.1
Identified external debt-creating flows (4+8+9) -1.9 0.2 1.0 4.3 7.8 1.7 0.9 0.0 -0.3 -0.6 -0.7

Current account deficit, excluding interest payments 0.3 1.0 3.3 5.4 3.7 0.4 1.1 1.1 1.1 1.3 1.5
Deficit in balance of goods and services 7.5 8.1 10.2 12.0 11.6 8.8 8.4 8.3 8.1 8.0 8.1

Exports 11.1 9.8 9.0 9.5 10.4 10.7 10.6 10.4 10.3 10.4 10.6
Imports 18.5 18.0 19.2 21.6 22.0 19.4 19.1 18.7 18.4 18.4 18.7

Net non-debt creating capital inflows (negative) -0.3 -0.8 -0.9 -1.1 -0.6 -0.6 -0.7 -0.9 -1.0 -1.3 -1.5
Automatic debt dynamics 1/ -1.9 0.1 -1.5 0.1 4.7 2.0 0.5 -0.3 -0.4 -0.6 -0.7

Contribution from nominal interest rate 0.7 0.8 0.8 1.0 1.3 1.3 1.3 1.3 1.4 1.4 1.3
Contribution from real GDP growth -1.0 -1.1 -1.3 -1.5 -1.1 0.6 -0.8 -1.6 -1.8 -2.0 -1.9
Contribution from price and exchange rate changes 2/ -1.6 0.4 -1.0 0.6 4.6 ... ... ... ... ... ...

Residual, incl. change in gross foreign assets (2-3) 3/ -0.8 2.3 -0.1 -1.4 -0.5 2.8 0.5 -0.4 0.3 -1.2 -1.4

External debt-to-exports ratio (in percent) 217.4 269.8 303.2 317.6 360.6 396.1 409.7 415.4 420.9 399.2 371.3

Gross external financing need (in billions of US dollars) 4/ 9.1 11.4 21.7 28.8 26.6 25.8 29.3 27.0 29.2 32.7 30.1
in percent of GDP 3.4 4.1 7.1 9.2 9.4 10-Year 10-Year 9.8 10.5 8.9 8.8 9.2 7.8

Scenario with key variables at their historical averages 5/ 42.2 44.0 45.7 47.5 47.2 46.5 -1.9
Historical Standard 

Key Macroeconomic Assumptions Underlying Baseline Average Deviation

Real GDP growth (in percent) 4.1 4.6 5.2 5.5 3.3 4.0 0.9 -1.5 2.0 4.0 4.5 5.0 5.0
GDP deflator in US dollars (change in percent) 6.4 -1.5 3.9 -2.1 -13.1 1.5 7.4 -5.0 3.4 5.2 3.9 2.6 2.5
Nominal external interest rate (in percent) 3.0 3.3 3.3 3.7 3.8 3.0 0.6 3.3 3.2 3.3 3.5 3.6 3.3
Growth of exports (US dollar terms, in percent) -1.5 -8.5 0.5 9.0 -1.7 2.8 9.6 -4.6 5.4 6.8 7.3 8.9 10.0
Growth of imports  (US dollar terms, in percent) 0.9 0.0 16.8 15.8 -8.2 5.1 8.8 -17.6 3.7 6.9 7.2 7.8 9.1
Current account balance, excluding interest payments -0.3 -1.0 -3.3 -5.4 -3.7 -1.7 1.9 -0.4 -1.1 -1.1 -1.1 -1.3 -1.5
Net non-debt creating capital inflows 0.3 0.8 0.9 1.1 0.6 0.7 0.3 0.6 0.7 0.9 1.0 1.3 1.5

1/ Derived as [r - g - r(1+g) + ea(1+r)]/(1+g+r+gr) times previous period debt stock, with r = nominal effective interest rate on external debt; r = change in domestic GDP deflator in US dollar terms, g = real GDP growth 
rate, e = nominal appreciation (increase in dollar value of domestic currency), and a = share of domestic-currency denominated debt in total external debt.
2/ The contribution from price and exchange rate changes is defined as [-r(1+g) + ea(1+r)]/(1+g+r+gr) times previous period debt stock. r increases with an appreciating domestic currency (e > 0) 
and rising inflation (based on GDP deflator). 
3/ For projection, line includes the impact of price and exchange rate changes.
4/ Defined as current account deficit, plus amortization on medium- and long-term debt, plus short-term debt at end of previous period. 
5/ The key variables include real GDP growth; nominal interest rate; dollar deflator growth; and both non-interest current account and non-debt inflows in percent of GDP.
6/ Long-run, constant balance that stabilizes the debt ratio assuming that key variables (real GDP growth, nominal interest rate, dollar deflator growth, and non-debt inflows in percent of GDP) remain at their levels 
of the last projection year.

Actual 

Table 1. Pakistan: External Debt Sustainability Framework, Program Scenario 2015-2025 
(In percent of GDP, unless otherwise indicated)
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Figure 6. Pakistan: External Debt Sustainability: Bound Tests  1/ 2/
(External debt in percent of GDP) 

Sources: International Monetary Fund, Country desk data, and staff estimates.

1/ Shaded areas represent actual data. Individual shocks are permanent one‐half standard deviation shocks. Figures in the boxes represent 
average projections for the respective variables in the baseline and scenario being presented. Ten‐year historical average for the variable is also 
shown. 

2/ For historical scenarios, the historical averages are calculated over the ten‐year period, and the information  is used to project debt dynamics 
five years ahead.

3/ Permanent 1/4 standard deviation shocks applied to real interest rate, growth rate, and current 
account balance.

4/ One‐time real depreciation of 30 percent occurs in 2018.
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Appendix I. Letter of Intent 

 
Ms. Kristalina Georgieva  
Managing Director  
International Monetary Fund  
700 19th Street, N.W.  
Washington, D.C. 20431  
USA  

Islamabad, April 8, 2020  

Dear Ms. Georgieva, 

1. Pakistan is facing unprecedented health and economic shocks from the rapid propagation of 
the Covid-19 outbreak. The number of confirmed cases has increased significantly in recent days—
as of April 8 there were 4,194 confirmed cases and 60 deaths, up from only 30 confirmed cases on 
March 13—severely affecting the largest provinces of Punjab and Sindh. In response, the country is 
now under various degrees of lockdown, the borders with Iran and Afghanistan have been closed, 
and international flights as well as rail transport have been halted. The rapid propagation of the 
shock together with the containment measures are expected to have a severe social and economic 
impact, especially in the coming two quarters. 

2. These developments imply that, despite our good performance under the existing Extended 
Fund Facility (EFF) to date—including stabilization of the economy, a successful transition to a 
market-based exchange rate system that underpinned significant subsequent reserve accumulation, 
significant reduction in the current account deficit, achieving a primary balance surplus, higher tax 
and non-tax revenue collection and increased social spending—the near-term macroeconomic 
outlook has drastically deteriorated. Given current information, growth is expected to be significantly 
affected in FY 2020, as the economy is buffeted by global and domestic demand and supply shocks. 
Public finances are expected to come under significant pressure from the planned increase in health- 
and mitigation-related expenditures as well as from the decline in tax revenues from the economic 
contraction. Similarly, the balance of payments (BoP) will be additionally strained from an expected 
reduction in exports, as global demand declines, and a weakening in remittances, especially from 
GCC countries. This scenario will result in new urgent external financing needs in FY 2020. 

3. Against this background, we request financial support from the IMF for an amount of 
50 percent of quota (SDR 1,015.5 million) under the Rapid Financing Instrument (RFI), to help 
address these urgent fiscal and BoP needs. We also request that the full amount of this 
disbursement be made available to the budget to support the emergency policy response. We 
expect that IMF’s emergency financing will catalyze additional support from donors as we remain 
actively engaged with them to raise the necessary financing to close the BoP gap and protect our 
international reserves. 
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4. We have taken a number of emergency actions to contain the severe health risks and 
economic fall-out. On March 24, the Prime Minister announced a comprehensive fiscal package 
structured by the Ministry of Finance aimed at supporting growth and protecting those most 
affected by the containment measures. The package, worth 1.2 percent of GDP, contains: (i) sizeable 
increases in health- and mitigation-related spending; (ii) significant allocations to support daily wage 
earners and exporters; (iii) funding for free shelter rations, (iv) allocations for subsidized food items, 
and (v) support for SMEs and agriculture. Crucially, we are also launching under Ehsaas an 
Emergency Cash Program aimed at providing immediate financial support to over 10 million of the 
most vulnerable families or about a third of the population. To ensure the quality of the additional 
spending in the health sector, we commit to subject the procurement of urgently needed medical 
supplies to an ex-post audit by the Auditor General of Pakistan, the results of which will be 
published on the website of the Ministry of Finance. Should any additional fiscal measures be 
necessary, they will be strictly temporary and directly related to the crisis response. 

5. Similarly, the State Bank of Pakistan (SBP) has swiftly adopted measures to support liquidity 
and credit conditions, and to safeguard financial stability. Key among these measures include: (i) a 
cumulative cut in the policy rate of 225 basis points; (ii) expanded refinancing facilities to support 
manufacturing and hospitals and medical centers, as well as relaxing the conditions associated with 
its export refinancing and long-term financing schemes; and (iii) temporary regulatory measures to 
maintain banking system soundness and sustain economic activity. In this context, the SBP’s policies 
will remain centered on bringing inflation down to the medium-term objective of 5–7 percent and a 
continued commitment to a market-determined exchange rate, with foreign exchange sales limited 
to preventing disorderly market conditions (DMCs), while not suppressing an underlying trend.  

6. We remain committed to the reforms included in the EFF and aim to press ahead with their 
decisive implementation as soon as the immediate pressures subside. These reforms are crucial to 
boost Pakistan’s growth potential, build buffers, and reduce vulnerabilities. In particular, once the 
current crisis has abated, we will resume the fiscal consolidation effort envisaged in the EFF to place 
debt on a firm downward path and create fiscal space for much needed social and infrastructure 
spending and we will continue to strengthen governance by enhancing the effectiveness of anti-
corruption and AML/CFT frameworks.  

7. We intend to continue the close dialogue with the IMF on addressing Pakistan’s balance of 
payments difficulties and will not introduce measures or policies that would exacerbate these 
difficulties. In this regard, we will comply with the provisions of the Fund’s Articles of Agreement—
including those which prohibit imposing new or intensifying existing exchange restrictions or 
multiple currency practices and avoid additional trade restrictions for balance of payment purposes. 

8. In line with the safeguards policy, an updated safeguards assessment was completed in 
December 2019 and we are committed to addressing the remaining issues, including through the 
agreed submission of amendments to the SBP act to the National Assembly. Since the funds 
obtained under this RFI will be used for budget financing, we will update the existing memorandum 
of understanding between the Ministry of Finance and the State Bank of Pakistan on their respective 
responsibilities for servicing the related financial obligations to the IMF. 
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9. We authorize the IMF to publish this Letter of Intent and the staff report for the request for 
disbursement under the RFI. 

 
Sincerely yours, 
 
 
            /s/                  /s/ 
   Dr. Abdul Hafeez Shaikh       Dr. Reza Baqir 
 Advisor to the Prime Minister on Finance Governor of the State Bank of Pakistan 
       and Revenue  
  
 

 



Statement by Jafar Mojarrad, Executive Director for Pakistan and Saeed Ahmed, 
Senior Advisor to Executive Director 

April, 16, 2020 
 
On behalf of our Pakistani authorities, we would like to express deep gratitude to 
management and staff for the expeditious response to Pakistan’s request for a purchase under 
the Rapid Financing Instrument (RFI) to help overcome the impact of the exogenous shock 
caused by the COVID-19 pandemic.  
 
Prior to the coronavirus outbreak, Pakistan’s reform process under the EFF program was on 
track. The extensive discussion of issues in the context of the 2nd review of EFF and Article 
IV consultations paved the way for staff-level agreement. This positive outcome reflected the 
successful completion of all end-December performance criteria and structural benchmarks, 
vastly improved fundamentals, and endorsement of the authorities’ considerable progress in 
advancing reforms and maintaining sound economic policies. The authorities were looking 
forward to approval of the review by IMF management and consideration by the Executive 
Board earlier this month.  
 
Unfortunately, as a result of the pandemic, the economic situation has changed dramatically, 
and, as in many other countries, the external and fiscal position in Pakistan have come under 
stress. While the authorities remain committed to the policies and reform agenda agreed 
under the EFF, the sudden and massive impact of the pandemic has understandably shifted 
their near-term priorities more toward combating the pandemic and supporting healthcare, 
businesses, households and the more vulnerable segments of society. Due to heightened 
global uncertainty, Pakistan’s near-term economic outlook has become challenging and there 
is an urgent need to increase public spending to contain the outbreak and support the 
economy. 
  
The Coronavirus (COVID-19) Pandemic 
 
Like other parts of the globe, Pakistan, the world’s fifth most populous country, has been hit 
hard by the COVID-19, with over 5,374 cases and 93 deaths reported as of April 13, 2020. 
The virus has created a national health emergency. To limit contagion, the authorities have 
taken stringent measures and implemented social distancing and varying levels of lockdown 
across provinces. Mobility across the country has been restricted, international travel has 
been suspended, public events have been banned, and schools and universities have been 
temporarily closed. The accelerated pace of positive cases domestically, together with 
adverse implications for exports, remittances and capital inflows, make Pakistan highly 
vulnerable to the shock. Without international assistance, this vulnerability could be 
magnified by the relatively constrained level of financial resources and fiscal space at this 
critical time.  



Economic Impact of the Pandemic  
 
The global pandemic is threatening a sharp growth downturn in many parts of the world. 
Pakistan is no exception. The impact of the pandemic on key economic variables started 
appearing from the beginning of March 2020 and intensified from the middle of the month 
following the lockdown in Pakistan and its major export and migrant worker destinations. 
The latest available information highlights the severe negative impact of the pandemic on key 
economic sectors: 
 
• The early impact of the crisis on Pakistan’s economy began with capital outflows. 

Financial market volatility also increased, with the main stock index having declined by 
about 25 percent since early February 2020. 
 
As in most other emerging markets reeling from this heightened global risk aversion and 
sudden stop in capital flows, the impact of these developments is most visibly reflected in 
a decline in foreign exchange reserves and depreciation of the exchange rate. After a 
sustained appreciation since July 2019, the rupee has depreciated by 7.2 percent during 
March 2020. Similarly, the SBP reserves, which had increased to US$12.8 billion by end-
February (from US$7.3 billion at end-June 2019) fell below US$11 billion by end-March.  
 

• Data on container traffic at Pakistan’s two major ports shows a sharp decline in export 
cargo handling since mid-March. This is consistent with the cancellation of export orders 
or requests to delay the shipments when the lockdown started in Europe. IMF staff 
project workers’ remittances to drop by over US$5 billion in FY2020 and FY2021, as 
activity in the GCC countries declines. 

 
• From the production side, high frequency indicators on cement, automobiles and 

petroleum products’ sales for March 2020 show notable reduction. 
 

These developments imply that Pakistan’s macroeconomic outlook, including for growth, 
public finances and balance of payments, has significantly deteriorated for this year. Relative 
to their February projections, IMF staff estimate that the economy could contract by 1.5 
percent in FY2020 (the first full-year contraction since 1952), a downward revision of about 
4 percentage points due to a decline in consumption, investment, international trade, 
remittances, and private capital flows.  
 
According to IMF staff, the primary fiscal deficit is projected to widen by 2 percentage points 
of GDP (from 0.8 percent of GDP before crisis) owing to decline in tax revenues due to the 
closure of businesses and disruptions to trade (import-related taxes account for around 
40 percent of the federal tax collection). Concurrently, the new external financing gap for 
Q4 FY2020 is estimated by IMF staff at US$2 billion, keeping SBP reserves at US$12 billion 
by end-June, despite the respite provided by falling oil import bill. Finally, the COVID-19 
shock is likely to reverse the decline in public debt in recent months that was achieved 
through the authorities’ resolute fiscal consolidation efforts.  



Policy Response to the Crisis 
 
To contain the pandemic and support the economy, the authorities have responded in a timely 
and well-calibrated fashion.  
 
On the fiscal front, the Government introduced a PRs 1.2 trillion economic relief package 
including new allocations worth 1.2 percent of GDP. The package will provide cash grants to 
12 million low-income families under the “Ehsaas program” and emergency cash assistance 
on the recommendation of the district administrations. The package also includes PRs 200 
billion of cash assistance for daily wage earners working in the formal industrial sector who 
had been laid off following the outbreak. Further, the government has earmarked PRs50 
billion for strengthening the Utility Stores Corporation network and funding provision of 
essential food items to the vulnerable section of society at subsidized rates. In addition, the 
Prime Minister has set up a “COVID-19 Pandemic Relief Fund-2020” to help those who 
have been made destitute by the lockdown. The authorities are also re-directing domestic 
spending to health emergency and will require donor support to buttress their efforts. 
Moreover, additional measures are being planned to cover emerging requirements as the 
financial and economic impact of the pandemic unfolds. 
 
The authorities believe that a temporary widening of the budget deficit needs to be 
accommodated. Reprioritization of expenditure may be required to create more space for 
increasing health and social spending, especially for the poor segment of the society at this 
critical juncture. Once the crisis abates, however, the authorities remain committed to 
gradually bring the fiscal deficit down to lower levels. 
  
On the monetary front, the State Bank of Pakistan (SBP) moved swiftly to ease financial 
conditions, provide liquidity to banks, and safeguard financial stability. The SBP reduced the 
policy rate by 225 basis points to 11 percent in response to the moderating outlook for 
inflation, and also announced a comprehensive relief package for households and businesses 
to ensure adequate liquidity amid growing disruptions, through its refinancing facilities and 
regulatory actions. These actions are temporary and time-bound, and designed to provide 
targeted support to borrowers to prevent liquidity pressures leading to insolvency and 
unemployment, while also building in adequate safeguards to protect bank balance sheets. 
 
Key Components Include: 
 
o To support the employment of workers and avoid layoffs, a temporary ‘Refinance 

Scheme for Payment of Wages & Salaries to the Workers and Employees of Business 
Concerns’ has been launched. The scheme is available through banks and provides 
low-cost financing for wage expenses for three months from April to June 2020 for 
those businesses which do not layoff their employees for these three months.  

 
o To support hospital and medical centers to purchase medical equipment to detect, 

contain and treat the pandemic, a temporary 'Refinance Facility for Combating 



COVID-19' has been launched. This scheme is available through banks until end-
September 2020. 

 
o To provide targeted support to smaller enterprises and individuals, the regulatory limit 

on credit to SMEs has been increased from PRs 125 million per SME to PRs 180 
million. Similarly, the Debt Burden Ratio for consumer loans has been relaxed from 50 
to 60 percent.  

 
o To alleviate debt servicing pressures, the payment of principal on loan obligations will 

be deferred for one year by banks, provided that the borrowers submit a written request 
before end-June 2020. For borrowers whose financial conditions require relief beyond 
principal extension, regulatory criteria for restructuring/rescheduling of loans have been 
temporarily relaxed until March 31, 2021. This is a voluntary operation by the banks 
and the impact on liquidity and credit quality should not create problems for the health 
of banking system. 

 
o To facilitate new investment across manufacturing sectors, a ‘Temporary Economic 

Refinance Facility’ has been launched. As with the other refinancing schemes described 
above, the SBP will refinance banks for extending new loans as part of this scheme 
until end-March 2021. 

 
o To facilitate the provision of additional bank loans to households and businesses 

without compromising the soundness of the banking sector, the Capital Conservation 
Buffer requirement has been temporarily reduced from 2.5 percent to 1.5 percent. The 
risk-weighted capital adequacy ratio for banks stood at 17 percent for December 2019. 

 
Policies Post-COVID-19 Pandemic 
 
The current environment of uncertainty has led to a temporary loosening of macroeconomic 
and financial policies but consistent with the general guidance provided by Fund staff and 
change in macroeconomic conditions. Once global conditions normalize, Pakistan’s 
improved fundamentals under the EFF and the authorities’ steadfast commitment to its 
objectives should enable an economic recovery. In particular, the authorities are committed to 
gradually bringing the fiscal deficit down to lower levels once the exogenous shock created 
by COVID-19 crisis is overcome. A credible medium-term fiscal consolidation will put 
public debt on a firm downward trajectory. The authorities’ efforts to improve the maturity 
structure of debt and the agreed roll-over of maturing obligations by key bilateral creditors 
will improve Pakistan’s debt sustainability.  
 
The authorities have accommodated a faster-than-expected decline in headline inflation, 
owing to weakening demand, by lowering the policy rate. Looking ahead, monetary policy 
will continue to be guided by the goal of bringing inflation back within the SBP’s 5-7 percent 
target range over the medium term. 
 



The authorities will maintain the market determined exchange rate as the economy’s main 
shock absorber, with interventions limited to addressing disorderly market conditions. While 
portfolio outflows have put some pressure on the foreign exchange market, Pakistan’s 
exposure to capital markets is relatively limited, dampening risks. 
 
The authorities are encouraging banks to use capital and liquidity buffers to avoid any 
liquidity squeeze and have temporarily relaxed some of the regulatory requirements to allow 
banks to deal with the impact of the crisis on credit conditions. These measures are temporary 
and have been carefully calibrated so as not to compromise financial stability. Being time-
bound, they will automatically be reversed as the economic situation improves.  
 
Financing Request Under the RFI 
 
The pandemic has created an urgent fiscal and balance of payments need. The new external 
financing gap is estimated by the staff at $2 billion (0.8 percent of the GDP) for Q4 FY2020. 
In light of these developments, the authorities have requested financial support under the RFI 
for a purchase equivalent to 50 percent of the quota (SDR 1,015.5 million) to be channeled to 
the budget to meet emergency needs.  
 
The authorities believe that the RFI is the appropriate instrument to support Pakistan at this 
juncture as the severity of the shock, uncertainty of the outlook, and heightened emergency 
demands on the government make it difficult to recalibrate the existing EFF on a timely 
basis. Fund support under the RFI is expected to catalyze additional support from the World 
Bank and Asian Development Bank, as well as from bilateral donors to close the remaining 
financing gap and ease the adjustment burden.  
 
Pakistan’s public debt is assessed to be sustainable although risks have increased due to 
COVID-19 shock, while the capacity to repay the Fund will remain adequate. With strong 
policy implementation under the EFF and continued support by multilateral and official 
bilateral creditors, Pakistan’s debt will be brought back to a firm downward trajectory over 
the medium-term. Debt sustainability is also supported by the agreed maintenance of 
exposure by key bilateral creditors (China, Saudi Arabia and UAE), as demonstrated by the 
established track record over the last 9 months. The authorities stand ready to mount an 
additional fiscal effort should donor funding falls short.  
 
Conclusion 
 
Our Pakistani authorities appreciate the continued support of Fund management and staff. 
They also extend their appreciation to Pakistan’s international development partners and 
bilateral donors for helping to finance Pakistan’s reform efforts. At this critical juncture, they 
expect the financial assistance from the Fund will reinforce their efforts to mitigate the 
adverse effects of the COVID-19 crisis on the economy. Beyond the prevailing global crisis, 
Pakistan remains committed to the objectives, framework and reforms agreed under the EFF. 
As soon as the current pressures subside, the authorities look forward to resuming discussions 



on the second and third reviews of the program and to re-embarking on the path of recovery 
on which they have made so much progress before the COVID-19 crisis. The authorities will 
continue to implement growth-friendly and inclusive policies, and structural reforms to boost 
potential growth and enhance resilience, while strengthening social safety nets.  
 




