Chapter 09

Public Debt

9.1 Introduction .

Developing countries like Pakistan need to
borrow in order to facilitate their development

process. Prudent utilization of debt leads to
higher economic growth and helps the .
government to accomplish its social and

developmental goals. On the other hand,
unsustainable level of debt coupled with

absence of prudent debt management may
dampen economic growth by lowering the

development expenditure owing to heavy debt
servicing requirements. This intricate scenario®
calls for a comprehensive and prudent debt
management strategy which is instrumental in
ensuring financial sustainability by mitigating

the risks of refinancing, exchange rate.
fluctuations and debt accumulation.

Government is taking steps to reduce the debt
burden of the country. To place the debt-to-
GDP ratio on a firm downward trajectory and
bolster macroeconomic stability, the
government has made amendments to the Fiscal
Responsibility and Debt Limitation (FRDL) Act *
by defining the ceiling for the Federal
Government budget deficit at 4 percent of GDP
(excluding foreign grants) during the period
2017-18 to 2019-20 and 3.5 percent of GDP
thereafter. Public debt shall be reduced to 60
percent of estimated GDP until 2017-18, and

Government continued to adhere to the
targets set forth in Medium Term Debt
Management Strategy (MTDS) to ensure
public debt sustainability;

Weighted average interest rate on the
domestic debt portfolio has been further
reduced while cost of external debt
contracted by the government is not only
economical but is also dominated by long
term funding;

Government successfully issued a 5-year
US$ 1,000 million Sukuk at the lowest ever
rate of 5.5 percent in international capital
market;

In order to facilitate the investors of Central
Directorate of National Savings (CDNS),
CDNS has been allowed direct membership
of Clearinghouse. Accordingly, CDNS
became only non-banking member of
National Institutional Facilitation
Technologies (Pvt.) Limited (NIFT);

Government launched first-ever registered
premium prize bond which is only issued in
investors’ names with unique features of
both the profits paid biannually and the
prize money through quarterly draws.

9.2 Public Debt

thereafter a 15-year transition has been seffhe portion of total debt which has a direct
towards a debt-to-GDP ratio of 50 percent. charge on government revenues as well as the
debt obtained from the IMF is defined as public
Pakistan's public debt dynamics witnesseddebt. Public debt has two main components,
various positive developments during first nine namely domestic debt (which is incurred
months of current fiscal year. Some positive principally to finance fiscal deficit) and external
developments are as follow: debt (which is raised primarily to finance
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development expenditure and balance ofdeficit was Rs.1,018 billion. This differential is
payment support). mainly attributed to increase in government

] o credit balances with the banking system.
Gross public debt was Rs.20,873 billion as atgjnmjjarly, increase in external debt contributed

end March 2017 while net public debt was pg 73 hillion in public debt. Revaluation gain

Rs.18,893 billion. Gross public debt recorded 5 5ccount of appreciation of US Dollar against
an increase of Rs.1.,194 billion during f|r§t nine jiher foreign currencies reduced the impact of
months of current fiscal year. Out of this total ot external inflows on external public debt

increase, increase in domestic debt wasy,nfolio. The trend in public debt since 1971 is
Rs.1,121 billion while government borrowing depicted in Box-1.

from domestic sources for financing of fiscal

Box-1 - Trend in Public Debt
Table-9.1: Year Wise Public Debt Positio
Year Domestic| External | Public vear Domestic| External | Public Year Domestic| External | Public
Debt Debt Debt Debt Debt Debt Debt Debt Debt
(Rs. in billion)
FY71 14 16 30| FY87 248 209 458 FY03 1,895 1,800 3,694
FY72 17 38 55| FY88 290 233 523 FY04 2,028 1,839 3,866
FY73 20 40 60| FY89 333 300 634 FY05 2,178 2,034 4,211
FY74 19 44 62| FY90 381 330 711 FYO06 2,322 2,038 4,359
FY75 23 48 70| FY91 448 377 825 FYO07 2,601 2,201 4,80
FY76 28| 57 85| FY92 532 437 969 FYO08 3,275 2,852 6,126
FY77 34 63 97| FY93 617 519 1,135 FY09 3,86( 3,871 7,731
FY78 41 71 112 FY94 716 624 1,340 FY10 4,654 4,352 9,006
FY79 52 77 130 FY95 809 688 1,497 FY11 6,017 4,750 10,767
FY80 60| 86 146/ FY96 920 784 1,704 FY12 7,636 5,057 12,69t
FY81 58 87 145 FY97 1,056 939 1,995 FY13 9,522 4,797 14,31¢
FY82 81 107 189 FY98 1,199 1,193 2,392 FY14 10,92( 5,071 15,991
FY83 104 123 227 FY99 1,389 1,557 2,946 FY15 12,199 5,182 17,381
FY84 125 132 257 FY00 1,645 1,527 3,172 FY16 13,627 6,051 19,678
FY85 153 156 309 Fyol| 1,799 1,885 3,684 (FJ alr; 14744 6,124 20,873
FY86 203 187 390 FY02 1,775 1,862 3,634
Fig-9.1: Trend in Domestic and External Debt
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Table-9.2: Public Debt

2011 | 2012 | 2013 | 2014| 2015() 2016(P) 2017(P)*
(Rs. in billion)
Gross Domestic Debt 6,016.7 7,638.1] 9,521.9 10,920.0 12,198.9 13,626.9 14,748.1
*Net Domestic Debt 51735 6,831.§ 8,686.2 9,551.3 10,804.8§ 11,773.5 12,768.2
External Debt 47502 5,057.2 4,796.5 5,071.5 5,181.8 6,051.1] 6,124.4
Gross Public Debt 10,766.9 12,695.3 14,318.4 15,991.§ 17,380.7 19,678.1 20,872.5
*Net Public Debt 9,923.4 11,888.8§ 13,482.1 14,622.4 15,986.4 17,824.4 18,892.6
(In percent of GDP)
Gross Domestic Debt 329 38.1 42.5 43.4 44.5 46.8 46.3
*Net Domestic Debt 28.8 34.1 38.8 37.9 39.4 40.5 40.1
External Debt 26.0 25.2 21.4 20.1 18.9 20.8 19.2
Gross Public Debt 58.9 63.3 64.0 63.5 63.3 67.6 65.5
*Net Public Debt 54.3 59.3 60.2 58.1 58.3 61.2 59.3
Memo:
Foreign Currency Debt
(US$ in billion) 55.3 53.5 48.1 51.3 50.9 57.7 58.4
Exchange Rate (Rs./US$,
End of Period) 86.0 94.5 99.7 98.8 101.8 104.8 104.8
GDP" (Rs. in billion) 18,2764 20,046.5 22,3857 25,168.4 27,443.0 29,102.§ 31,862.2

*Net of government deposits with the banking system
P: Provisional  *end-March, 2017
Source: State Bank of Pakistan, Economic Affairg$don, Budget Wing and Debt Policy Coordinatiorficed

The average cost of gross public debt waspercentage of domestic debt maturing in one
reduced by 40 basis points during first six year was reduced to 52.7 percent at the end of
months of current fiscal year owing to smooth December 2016 compared with 64.2 percent at
execution of the MTDS. The average cost of the end of June 2013. Exposure to interest rate
domestic debt portfolio was reduced by over 50risk was also reduced as the percentage of debt
basis points during first six months of current re-fixing in one year decreased to 45.5 percent
fiscal year while the average cost of externalat the end of December 2016 compared to 52.4
loans obtained by the present governmentpercent at the end of June 2013. Similarly,
comes to around 3 percent which is share of external loans maturing within one
significantly lower than the domestic financing year was equal to around 31.9 percent of
cost even after a margin of capital loss due toofficial liquid reserves at the end of December
exchange rate depreciation is added. 2016 as compared with around 68.5 percent at
the end of June 2013 indicating improvement in

Government was able to mobilize external foreign exchange stability and repayment
inflows  from multilateral and  bilateral capacity.

development partners and continued its

presence in international capital markets The public debt analysis may be incomplete
through the issuance of Sukuk during first nine without  reporting  contingent liabilities.
months of current fiscal year. An improvement Contingent liabilities are not added to the
was observed in most of the public debt risksoverall debt of the country, therefore, public
indicators during last three and half years in- disclosure of information about guarantees is an
line with the objectives set forth in Pakistan’s essential component of fiscal transparency.
first MTDS (2013). Refinancing risk of the Contingent liabilities of Pakistan are guarantees
domestic debt portfolio reduced through issued to Public Sector Enterprises (PSEs).
lengthening of the maturity profile as During first half of current fiscal year, the
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government issued fresh/rollover guaranteesappropriate mix of financing from different
aggregating to Rs.368 hillion or 1.2 percent of sources with the spirit to uphold the integrity of
GDP. The outstanding stock of governmentthe Fiscal Responsibility and Debt Limitation
guarantees as at end December 2016 wa#ct. In accordance with the approved strategy,

recorded at Rs.838 hillion. the government was required to lengthen the
) . . maturity profile of its domestic debt and
9.3 Public Debt Risks Indicators mobilize sufficient external inflows in the

It is imperative to have a comprehensive debtMedium term.
management strategy aiming at debt
sustainability and enhancing the debt servicing
capacity of the country. Owing to its vital

importance and indispensable nature, the
government updated its MTDS (2015/16-
2018/19) which contains a policy advice on an

The public debt risk indicators are on track to
achieve the targets set under
MTDS. Refinancing, interest rate and foreign
currency risks of public debt portfolio have
been significantly reduced as at end December,
2016 as compared with end June, 2013.

Table-9.3: Public Debt Risk Indicators

Domestic | External | Public
. . Indicative Ranges Debt Debt Debt
Risk Indicators (MTDS 2015/16 - 2018/19) End-December 2016
x |FX debt (% of total debt) 20% (minimum) and 35% * 27.8 *
(2]
x ST FX debt (% of official liquid . . 319 .
reserves)
N 50% and 65% (maximum) - DD
- 0,
¥ Debt Re-fixing in 1yr (% of total 40% and 55% (maximum) -PD 53.6 24.6 45.5
E) d deb
@ | Fixed rate debt .
g (% of total) 54.3 81.5 61.9
)
£ |Average Time to Re-fixing 1.5 (minimum) and 2.5 - DD 21 78 37
(years) 3.0 (minimum) and 4.5 — PD ' ' '
X .
w oo o 50% and 65% (maximum) - DD
é’ Debt maturing in 1yr (% of total 35% and 50% (maximum) -PD 52.7 11.3 41.2
‘©
8
£ . . 1y 1.5 (minimum) and 2.5 - DD
& Average Time to Maturity (years) 3.0 (minimum) and 4.5 — PD 2.1 8.5 3.9
* Not Applicable DD: Domestic Debt PD: Public Debt

Source: Debt Policy Coordination Office, Ministry d Finance

The refinancing risk of the domestic debt was end of December 2016 as compared with 1.8
reduced at the end of December 2016 asyears at the end of 2012-13. However, average
domestic debt maturing in one year reduced tatime to maturity of external debt decreased to
52.7 percent as compared with 64.2 percent aB.5 years at the end of December 2016 as
the end of 2012-13. This improvement hascompared with 10.1 years at the end of 2012-
contributed towards increase in average time tol3. This reduction in average time to maturity

maturity of domestic debt to 2.1 years at theof external debt may be mainly attributed to
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running off the existing long term external debt debt as at end December 2016 is shown in the
portfolio over the last three and half years. Thegraph below:
redemption profile of domestic and external

Fig-9.2: Redemption Profile of Public Debt
(Rs. in million) - As at end December 2016
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Government has been able to reduc| yaple-9.4: Currency Wise Public Debf (in US$)
refinancing risk of its domestic debt as

compared with end June 2013, still_Currencies Percentage

concentration of repayments over the short termPak Rupee 72.2
are evident in the redemption profile. US Dollar 12.6
Government is making concerted efforts 10 gy qcial Drawing Right 86

further reduce the refinancing risk of its
domestic debt portfolio through more
mobilization in the form of medium to long Euro 2.1
term domestic debt instruments. Total 100.0

Japanese Yen 4.5

Exposure to interest rate risk reduced a_. ASper modalities of MTDS

percentage of debt re-fixing in one year

decreased to 45.5 percent at the end ofThe improvement in foreign exchange stability

December 2016 as compared with 52.4 percenaaind repayment capacity is evident from the fact
at the end of 2012-13. Average time to re-fixing that share of external loans maturing within one
decreased to 3.7 years at the end of Decembeyear was equal to around 31.9 percent of
2016 as compared with 4.2 years at the end obfficial liquid reserves at the end of December

2012-13. Fixed rate debt as a percentage of tota016 as compared with around 68.5 percent at
debt increased to 61.9 percent at the end othe end of 2012-13.

December 2016 as compared with 54 percent at _ _

the end of 2012-13 indicating reduced exposure9-4 Dynamics of Public Debt Burden

to interest rate changes. The debt burden can be described with many
parameters and there is no single threshold for
ebt ratios that can delineate the “bad” from the
‘good” e.g. debt burden can be expressed in
terms of the stock ratio i.e. debt to GDP,
external debt to GDP or flow ratios i.e. debt to

Around 27.8 percent of total public debt stock
was denominated in foreign currency as at en
December 2016. Currency wise composition of
public debt portfolio is depicted through table
below:
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revenue, external debt to foreign exchange earmtms

Table-9.5: Selected Public Debt Indicators (in perentage)

2011 2012 2013 2014 2015 2016
Revenue Balance* / GDP (393 (4.5” (2.959 (0.7) (1.7) (0.8)
Primary Balance* / GDP 28| @2® (3.6) (0.2) (0.5) (0.2)
Fiscal Balance / GDP 6% (8.8 (8.2)° (5.5) (5.3) (4.6)
Gross Public Debt / GDP 58|9 63.3 64.0 63.5 63.3 67.6
Net Public Debt / GDP 543 59.3 60.2 58.1 58.3 61.2
Gross Public Debt / Revenue 4779 4947 480.1 439.7 442.1 442.5
Net Public Debt / Revenue 440.5 463.2 452.1 402.0 406.7 400.8
Debt Service / Revenue 38.0 39.9 40.5 40.1 40.4 35.9
Interest Service / Revenue 31.0 34.6 33.2 31.6 33.2 28.4
Debt Service / GDP 4.7 51 5.4 5.8 5.8 5.5

*Adjusted for grants

@includes arrears of electricity subsidies amountings.120 billion or 0.7 percent of GDP

®lincludes "one off" payment of Rs.391 billion on asnt of debt consolidation or 2 percent of GDP

©includes payment for the resolution of the circalebt amounting to Rs.322 billion or 1.4 percenGafP

Source: Debt Policy Coordination Office Staff Calclations, Ministry of Finance

Significant reduction was observed in primary was reduced significantly in 2013-14 and
and revenue deficitsduring 2015-16 as the recorded at 5.5 percent of GDP (lower than its
government adhered strictly to its objective of budgeted target of 6.6 percent) and recorded at
fiscal consolidation. Revenue deficit was 5.3 percent of GDP in 2014-15. Fiscal deficit
reduced to 0.8 percent of GDP during 2015-16was reduced further at 4.6 percent of GDP
from 1.7 percent during 2014-15 as the growthduring 2015-16 mainly owing to the following:

in total revenue (13 percent) outpaced the

growth in current expenditure (6 percent) * FBR tax collections witnessed growth of
during 2015-16. Similarly, primary deficit was over 20 percent during 2015-16;

reduced to 0.2 percent of GDP during 2015-16,
from 0.5 percent during 2014-15 as the growth
in total revenue overshadowed the growth in
non-interest expenditure during 2015-16.
During first nine months of current fiscal year,
revenue deficit was recorded at 1.4 percent of
GDP while primary deficit was recorded at 0.4
percent of GDP.

Interest payments recorded a significant
decline and stood at 28 percent of
government revenue during 2015-16 as
compared with 33 percent in 2014-15
mainly due to low interest rate
environment, downward revision of coupon
rates of Pakistan Investment Bonds (PIBs)
and higher growth in revenue as mentioned

Fiscal consolidation remained on track as fiscal above;

deficit continued to fall for the fourth year ina « While deficit reduction was already visible
row. Fiscal deficit was conta_ined at 8.2 percent at the federal level, surpluses in provincial
in 2012-13 (down from a projected 8.8 percent),  accounts further consolidated the fiscal
due to the concerted efforts by the government  position.

soon after assuming the office. Fiscal deficit _. i
g Fiscal deficit was recorded at 3.9 percent of

GDP during first nine months of current fiscal
! Revenue balance is the total revenues minus durren year as compared with 3.5 percent in the

expenditure. The persistence of revenue deficitatds that the Corresponding period of last year. The increase
government is not only borrowing to finance its elepment

expenditure, but partially to finance its currexpenditure. may be attributed to lower growth In tax
Primary balance is the total revenues minus ncerést revenues owing to various tax incentives
expenditure or fiscal deficit before interest paptsePrimary provided to promote investment and economic
balance is an indicator of current fiscal effoitee interest .

payments are predetermined by the size of preefisits. activity in the country.
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Fig-9.3: Trends in Fiscal, Revenue and Primary Balant
(In Percent of GDP)
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The net public debt to GDP ratio was recor
at 61.2 percent as at end June, 2016 sli
higher than 60.2 percent recorded at end .
2013 despite reduction in fiscal deficiover
this period. The nofiscal deficits factors lik
revaluation losses oaccount of cross curren
movements and loans from IMF contributec
this increase. The IMF loans are only app
towards Pakistan’s balance of payments, ac
foreign currency reserves and do not com:
an extra resource in the budgin fact, net

public debt to GDP ratio was prevailing at
same level of 60.2 percent at end June 2
however, this ratio went up to 61.2 percent

to downward revision of nominal GDIAs at
end March 2017, net public debt to GDP r:
stood at 59.3 percent as ccared with 59.6
percent in the corresponding period of last y
The gross and net public debt position si
fiscal year 2011 (both in absolute and C
term) are depicted in the following gra

Fig-9.4: Profile of Public Debt
(LHS: Rs. in billion, RHS: Percent of GC
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the country. There was around 6 percen

government revenues ratio which stood at
percent in 20186 as compared with 4(
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percent in 2014-15, indicating some easing indevelopment needs.
government indebtedness. Whereas, gross o _
public debt to government revenues increased-5 Servicing of Public Debt

slightly by 0.4 percentage point during 2015-16 pypjic debt servicing was recorded at Rs.1,410

as compared with previous fiscal year. pillion during first nine months of current fiscal
Government is committed to reduce this ratio toyear against the annual budgeted estimate of

a generally acceptable threshold of 350 percenRs 1,945 npillion. Public debt servicing

by increasing its revenues and rationalizing consumed nearly 45 percent of total revenues
current expenditures which will reduce the debt 4y ring first nine months of current fiscal year

burden and improve the debt carrying capacityagainst a ratio of 46 percent during the same
of the country to finance the growing period last year.

Table-9.6: Public Debt Servicing (Rs. in billion)
2016-2017*
Percent of Percent of
Budgeted Actual Current
Revenue .
Expenditure
Repayment of External Debt 585.2 315.6 10.0 8.8
Total External Principal Repayment (A) 585.2 315.6 10.0 8.8
Servicing of External Debt 113.0 84.6 2.7 2.3
Servicing of Domestic Debt 1,247.0 1,009.9 321 28.0
Total Interest Servicing (B) 1,360.0 1,094.% 348 03!
Total Servicing of Public Debt (A+B) 1,945.2 1,410 44.8 39.1

*: July-March
Source: Budget Wing and Debt Policy Coordinatiofic@fStaff Calculations, Ministry of Finance

Domestic interest payments constituted aroundd.6 Domestic Debt

72 p_ercent of total debt Servicing Wh'_Ch IS d%‘e Pakistan’s domestic debt comprises permanent
to higher v_olume of _do_mestlc debt in public jopt (medium and long-term), floating debt
debt portfolio. Domestic |.nf[erest p_aymepts Were short-term) and unfunded debt (primarily made
recorded at Rs.1,010 billion during first nine 5 of the various instruments available under
months of current fiscal year as compared withthe National Savings Schemes). Domestic debt
Rs.1,003 billion during the same period last jncreased by Rs.1,121 billion during first nine
year. This slight increase in interest paymentsmonths of current fiscal year which was lower
(despite lower interest rates) was mainly driventhan Rs.1,200 billion witnessed in the same
by increase in domestic debt stock during theperiod last year. The composition of domestic
period. Out of total domestic interest payments,debt withessed some changes as most of the
large portion was paid against PIBs (Rs.457increase came from short-term debt while net
billion), National Savings Schemes (Rs.203 retirement was witnessed in medium to long
billion), T-Bills (Rs.164 billion) and Market term debt during the said period owing to
Related Treasury Bills (Rs.119 billion). significant PIBs maturities. Accordingly, share
Furthermore, due to re-profiling of the domestic of floating debt in total domestic debt increased
debt by the government, the domestic interesti® 45 percent at the end of March 2017 as
cost is expected to remain almost at the sam&empared with 37 percent at the end of last

level in the upcoming year despite increase in iscal year Wh'le share of permanent debt in
domestic debt volume. total domestic debt decreased to 36 percent at

the end of March 2017 as compared with 44

percent at the end of last fiscal year.
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Fig-9.5: Evolution of Domestic Debt
(Rs. in billion)
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9.6.1 Outstanding Domestic Debt balances with the banking system. Most of the

Gross domestic debt was Rs.14,748 biIIionmcremental mobilization was recorded in

while net domestic debt was Rs.12,768 billion fl(i);tér]s%e ddebi}[q Wh:alfmaggtnt reggebTemDevsvai?e
as at end March 2017. Gross domestic debt" P ' P

registered an increase of Rs.1,121 billion duringzg?'f;ﬁzragl?estirgﬂg;':'\?vz:t,vﬁﬁéls’sfg otw::f?n’to
the year while government borrowing from 9 9

domestic sources for financing of fiscal deficit proactive debt management that brought down

was Rs.1,018 billion. This differential is mainly the interest rates on long term domestic debt

attributed to increase in government credit portiolio significantly, thus bringing down the
overall cost of domestic debt portfolio.

Fig-9.6: Evolution of Domestic Debt (LHS: Rs. in Hlion, RHS: Percent of GDP)
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The following section highlights the long term instruments including PIBs,
developments in the various components ofGovernment ljara Sukuk (GIS), Prize Bond etc.
domestic debt during first nine months of PIBs are non-callable instruments with fixed

outgoing fiscal year: and semi-annual coupon payment. PIBs are
issued in tenors of 3, 5, 10 and 20 years
|. Permanent Debt maturity. The 3, 5 and 10 years tenors are most

Permanent debt mainly consists of medium toliquid. Government ljara Sukuk are medium
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term Shariah compliant bonds currently iss
in 3 years tenor. The purpose of issuance w.
raise money from Islamifinancial institutions
which havegrown substantially in Pakistan
past few years.

The amount of permanent debt otal domestic
debt stood at Rs.5,3%8llion as at end Marc
2017, representing deease of Rs65 billion as
compared wittthe stock at the end of last fist
year. This decrease was driven by PI
maturity amounting to Rs.1,427 billion whi
was repaid during the first quarter of 2-17.
Given the impact of maturing amount on
appetite of domestic debt market,
government planned well in time and stai
mobilizing more through fresh issuance of P
and GIS to cover up the existing PI
maturities i.e. the government issued Rs.2
billion from January 2015 to September 2!
and that too at lower yield and higher durat
Although the government was able more or
less neutralize the overall impact of P
maturity on domestic debt sustainabi
indicators, it was envisaged that the entire F
amount would be challenging to -finance
during the first quarter of 20-17 through fresh
issuance of PIBs giveihe local market appeti
for long term paper.

Auction profile of government securiti

witnessed varied patterns of investment by
commercial banks during first nine months
201647, mainly depending on their percept
of changes in interest ra, inflation, liquidity
conditions and external sector developme
The policy rate remained unchanged throug|
first nine months of current fiscal yeal
however, unlike the first quarter, when -
government (in gross terms) raised more 1
twice the ombined targeted amount of Rs.:
billion, all bids received against PIBs auctic
during second quarter of 2(-17 were rejected
as the rates quoted by commercial banks
on a higher side. Any acceptance in these |
auctions may havsignallec a reversal in long-
term interest rates, which, in turn, would hi
had implications for the market's st-term
interest rate expectations. The market
expecting an increase in interest rates du
increase in inflation and widening of the curr
account dfcit. Nonetheless, as the act
inflation consistently turned out to be low
than market expectations (especially
November and December 2016) ¢
accordingly some correction in the lon
segment of the yield curve was observed du
third quarter of 2018-7. The auctions wise
details and PIBsyields are depicted through
following graphs:
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Fig-9.7: PIBs Auction Profile 20117 (July - March)
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Fig-9.8: PIBs Auction Ratios 2016-17 (July - March)
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As depicted in the graph above, against thenine months of current fiscal year. The yields
target of Rs.650 billion, government received (6 months T-bills, 3, 5 and 10 years PIBs) from
participation of Rs.1,556 billion against which July 2013 to March 2017 are depicted through
government accepted Rs.779 billion during first following graph:

Fig-9.9: T-Bills PIBs Yields (6 Months, 3, 5 & 10 “éars) - In Percent
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. Floating Debt Floating debt recorded an increase of Rs.1,602
billion during first nine months of current fiscal
year and stood at Rs.6,604 billion at end March
2017. The share of floating debt in overall
public debt and domestic debt stood at 32
percent and 45 percent respectively at end
March 2017 while it was at 36 percent and 55
percent respectively at the end of 2012-13.
During July-March 2016-17, net mobilization
through T-bills and MRTBs stood at Rs.1,080
billion and Rs.735 billion respectively, while
the government retired maturing Sukuk (Bai-
Muajjal) of Rs.213 billion. The increase in

Floating debt consists of short term domestic
borrowing instruments such as Market Treasury
Bills (MTBs) and State Bank borrowing
through the purchase of MRTBs. Treasury Bills
are zero coupon or discounted instruments
issued in tenors of 3 months (introduced in
1997), 6 months (introduced in 1990) and 12
months (introduced in 1997). In order to raise
short term liquidity, the government borrows
from the domestic banks through auction in the
form of Treasury Bills. The auction of Treasury
Bills is arranged by the SBP twice a month.
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floating debt was mainly driven by refinancing Government received massive participation of
of portion of PIBs maturity during first quarter Rs.9,308 billion in the auctions of T-Bills
of 2016-17. Further, banks started offering against the target of Rs.5,300 billion including
higher amounts in T-bills auctions while maturity of Rs.4,759 billion. However, the
participation and acceptance in PIBs auctionsgovernment mobilized Rs.5,829  billion
remained subdued in second and third quarteresulting in additional mobilization of Rs.1,070
of 2016-17 owing to rising interest rate billion (net of maturity) against the targeted
expectations. The share of 3 months, 6 monthsadditional requirement of Rs.541 billion. The
and 12 months maturity in total T-Bills auctions wise details and relevant ratios related
portfolio was 30 percent, 41 percent and 29to T-bills are depicted through following
percent respectively as at end-March 2017. graphs:

Fig-9.10: T-Bills Auction Profile 2016-17 (July - March)
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Fig-9.11: T-Bills Auction Ratios 2016-17 (July - Mach)
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lll. Unfunded Debt lower than previous year which mainly

The return offered on National Savings CO”STI'P“tt‘?d fto;v a;césb.”_dec(rjegse p 'rt] -net
Schemes (NSS) instruments remained relativel)}”no fzation ot RS. tion during first nine

months of current fiscal year as compared with
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Rs.96 billion mobilized during the same period National Institutional Facilitation Technologies
last year. Most of the incremental mobilization (Pvt.) Limited (“NIFT") — the Banking
went into Bahbood Savings Certificates (Rs.45Clearinghouse. With this initiative, the profits
billion) and Special Savings Certificates and can be credited directly into investor's bank
Accounts (Rs.26 billion). The total share of accounts, thereby offering safety and security
unfunded debt in the government’s domesticalong with access to other banking services.
debt stood at Rs.2,766 billion or 19 percent as

at end March 2017. The rates on NSS revised"PNS is planning to introduce innovative
three times during first nine months of current products in order to increase financial inclusion

fiscal year to align them with the market rates. Of small savers and contribute towards the
social safety net of deserving segments of the

Over a period of time, government took various society. In this respect, extension of Bahbood
measures to transform CDNS from merely aSavings Certificates (“BSCs”) to the disabled
retail debt raising arm of the government to anpersons, launch of Shuhadas’ Family Welfare
effective vehicle for financial inclusion and a Accounts (“SFWAs") for family members of
provider of social security net to the vulnerable the martyrs and introduction of Overseas
sections of the society. CDNS launched Pakistanis Certificates (“OPCs”), an exclusive
Rs.40,000 Premium Prize Bond which is issuedscheme for non-resident Pakistanis are under
to only registered investors with unique featuresconsideration. Shariah compliant products are
of both the profits paid biannually and the prize taking firm roots in Pakistani society and
money through quarterly draws. Both the accordingly CDNS is working on the possibility
profits and the prize money are also directly of launching Shariah Compliant Savings
credited into investors’ bank accounts. CDNS Certificates.

also became the only non-banking member of

Table-9.7: Outstanding Domestic Debt - (Rs. in bibn)

2011 2012 2013 2014 2015(P)| 2016(P) 2017(P)
*

Permanent Deb 1,125.6 1,696.9 2,179.20 4,005.3 5,016.00 5,944.2] 5,378.¢
Market Loans 2.9 2.9 2.9 2.9 2.8 2.8 2.8
Government Bonds 0|7 0.7 0.7 0.7 0.7 0.7 0.7
Prize Bonds 2771 3334 389.6 446.6 522.5 646.4 729.5
Foreign Exchange Bearer Certificates 0.1 0.1 0.1 0.1 0.1 0.1 0.1
Bearer National Fund Bon 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Federal Investment Bonds 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Special National Fund Bon 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Foreign Currency Bearer Certificates 0.0 0.0 0.0 0.0 0.0 0.0 0.0
U.S. Dollar Bearer Certificates .0 0.0 0.0 0.0 0.1 0.1 0.1
Special U.S. Dollar Boni 1.0 0.9 4.2 4.4 4.4 4.5 4.5
Government Bonds Issued to SLIC 06 0.6 0.6 0.6 0.6 0.6 0.6
Pakistan Investment Bonds (Pl 618.5 974.7| 1,321.8) 3,223.5 4,158.3 4,925.(| 4,276.5
GOP ljara Sukuk 22416 383.5 459.2 326.4 326.4 363.9 363.9
Floating Debt 3,235.4 4,143.1] 5,196.2 4,610.9 4,612.4 5,001.8 6,603.7
Treasury Bills through Auctic 1,817.6) 2,383.4| 2,921.00 1,758.6 2,331.3 2,771.| 3,851.4
Rollover of Treasury Bills discounted SBP D5 0.5 0.5 0.5 0.5 0.5 0.5
Market Related Treasury Bills (MRTE 1,417.3 1,759.2| 2,274.7 2,851.8 2,280.9 2,017.| 2,751.7
Bai Muajjal - - - - - 212.6 -
Unfunded Debt 1,655.4 1,798.0 2,146.5 2,303.94 2,570.3 2,680.9 2,765.7
Defence Savings Certificates 234.5 241.8 271.7 284.6 300.8 308.9 326.0
Khas Deposit Certificates and Accounts 0.6 0.6 0.6 0.6 0.6 0.6 0.6
National Deposit Certificat 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Savings Accounts 1712 21.2 22.3 22.6 26.4 29.2 31.8
Mahana Amdani Accou 2.1 2.0 2.0 1.9 1.8 1.8 1.7
Postal Life Insurance 67|11 67.1 67.1 67.1 67.1 67.1 67.1
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Table-9.7: Outstanding Domestic Debt (Rs. in billion)

2011 2012 2013 2014 2015(P)| 2016(P)| 2017(P)
*

Special Savings Certificates and Accounts 5P9.1537.4 734.6 738.8 867.5 896.5 922.2
Regular Income Scher 182.6 226.6 262.6 3254 376.0 359.¢ 339.1
Pensioners' Benefit Account 146.0 162.3 179.9 198.4 214.1 234.7 250.9
Bahbood Savings Certificates 428.5 480.8 528.4 582.4 628.3 692.1 737.4
National Savings Boni 3.6 3.6 0.2 0.2 0.1 0.1 0.1
G.P. Fund 443 54.6 73.1 80.5 85.8 88.3 85.8
Short Term Savings Certificat - - 4.0 1.3 1.7 1.9 2.8
Total Domestic Debt 6,016.Y 7,638.1 9,521.9 10,920.9 12,198.9 13,626.9 14,748.1

P: Provisional *end-March, 2017

Source: Budget Wing, Finance Division

9.6.2 Secondary Market Activities of Secondary Market Outright Trading

Government Securities In Pakistan, outright trading of government

An important role of secondary market for securities, which include MTBs, PIBs and GIS
government securities is to assist in has been growing steadily. The secondary
development of a reliable yield curve and the market for these securities is liquid, efficient
term structure of interest rates, thus facilitatingand deep with Rs.11.3 trillion and Rs.10.7
new issuance. Government bond market intrillion traded outright in 2015-16 and 2014-15,
Pakistan is large, liquid and growing in size. respectively. During first nine months of 2016-
The growth in trading activity, as reflected in 17, the outright trading volume in the secondary
the increased daily trading volume of market is recorded at Rs.10.6 trillion, compared
government securities in secondary market,to Rs.8.3 trillion during the same period of last
shows that the depth and efficiency of the year. Additionally, the growth in outright
market has increased over time. Banks and nonsegment of secondary market can also be
banks financial institutions also use secondaryviewed from increase in daily trading volumes
market trading of government securities aswhich has also increased from Rs.44.4 billion in

a source of liquidity management.

July-March period of 2015-16 to Rs.56.5 billion
during July-March, 2016-17.

Table-9.8: Secondary Market Outright Trading Volume (Rs. inbillion)

Full Year July-March
Securities 2016 2015 2017 2016 2015
MTB-3M 1,369 1,550 2,502 1,027 1,294
MTB-6M 2,142 2,156 2,432 1,851 1,325
MTB-12M 2,720 2,325 2,156 2,076 1,763
PIB-3Yr 2,387 1,753 1,209 1,520 1,417
PIB-5YT 959 741 974 651 511
PIB-10Yr 1,018 1,014 641 682 692
PIB-20Yr 10 34 19 6 31
GIS-3Yr 653 110¢ 682 526 732
Total 11,257 10,683 10,616 8,338 7,765
Daily Volume 45.0 43.2 56.8 44.4 43.4
Memo:
Governmensecurities (end period stou 8,19¢ 6,95k 8,62( 7,96¢ 6,82¢
Turnover 1.37 1.54 1.23 1.0% 1.14

Source: State Bank of Pakistan

The share of MTBs in the overall outright the same period of 2015-16, mainly on account
secondary market volume of governmentof increased volume of MTBs issued in the
securities increased to 46 percent in the periodprimary market. On the other hand, the share of
July-March, 2016-17 compared to 35 percent inPIBs reduced to 50 percent from 60 percent
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during the period under consideration. A major towards short tenor government securities. The
reason for this shift is the greater primary shift possibly reflects market perception of
issuances of MTBs as arket interest shifted interest rate bottoming out.

Fig-9.12: Share of Government Securities in OveralDutright Trading Volume
Comparable Period of July-March (Rs. in billion)
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The turnover ratio (represented by ratio of Repo Market Trading

trading volume to outstanding stock = of Repo market continues to dominate the
Government securities) increased to 1.23 duringseconolary market trading activities  of
July-March, 2016-17 compared to 1.05 and government securities in Pakistan. In the first
1.14 in the same period of 2015-16 and 2014-°.

: nine months of 2016-17, 57 percent of the

15, respectively. Increased issuance of MTBs,
as discussed above, during 2016-17 hasoveraII secondary market trades were generated

improved the turnover ratio, as the market tend o the repo market, having a trading volume of
P o Rs.13,938 hillion. The significantly large trade
to trade short term securities more frequently

for their liquidity management compared to buy volumes and high liquidity in the repo market
and hold behaviour for PIBs and GIS. for government securities allow the market

participants to swiftly meet their temporary
liquidity requirements.

Table-9.9: Government Security based Transactionslgly-March)

Type Volume (Rs. in Billion) Percentage Share

2017 2016 2015 2017 2016 2015
Repo 13,938 9,820 10,453 57% 54% 57%
Outright 10,616 8,338 7,765 43% 46% 43%
Total 24,554 18,158 18,218 100% 100% 100%

Source: State Bank of Pakistan

Yield Curve

In continuation to easy monetary policy stance,
SBP cut its policy rate by a cumulative 75 bps
to June-2016, which is
reflected in the downward movement in the

from June-2015

its policy rate at 5.75 percent during July-

yield curve of June 2016. However, SBP kept

March, 2016-17. The upward movement in the
yield curve of March 2017 reflects market view
regarding the direction of policy rate, going
forward.
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Fig-9.13: Secondary Market Yield Curve
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9.7 External Debt and Liabilities

Pakistan's External Debt and Liabilities (EC
include all foreign currency debt contracted
the public and private sector as well as fore
exchange liabilities ofSBP. Out of EDL
external public debt of the government
defined as debt which is serviced out
consolidated fund and debt owed to

International Monetary Fund. External puk
debt is obtained to supplement the dome
resources required to acerdte the pace «
economic development and make posi
contribution towards developing the countr
infrastructure base. The receipts are usec
balance of payment support, reducing dome
borrowing and covering the repaym
obligations. The exteat inflows, altogethel
help in building foreign exchange reser
provide stability to exchange rate -a-vis
other currencies and help in achiev
accelerated economic growth.

EDL stock was US$ 75.7 billion as at €
March 2017 out of which external public di
was US$ 58.4 billion. External public de
recorded an increase of US$ 0.7 billion dul
first nine months of current fiscal year. T
impact of net fresh external bowing was
partially offset by revaluation gains during fi
nine months of current fiscal year. Witt
external debt, the largest component is

multilateral debt and bilateral debt, constitut
around 87 percent of thexternalpublic debt as
at end Mach, 2017. The loans from multilatel

and bilateral development partners are prims
aimed at removing structural bottlenecks fr
Pakistan's economy. These concessional I
are primarily utilized towards implementir
structural reforms in the areasf energy,
taxation, doing businesses, trade facilitat
education and promotion of small and med
enterprises (SMEs). Such concessional len
programs are instrumental in enhanc
Pakistan's potential output by promoti
efficiency and productivit These loans are,
thus, simultaneously adding to the d
repayment capacity of the coun It may also
be highlighted that these loans are
dominated by long term maturities al
therefore, do not add much to the count
debt servicing burden.Furthermore, these
concessional external loans have been us:
retire relatively more expensive domestic d

During first nine months of 26-17,
disbursements against external public «
stood at US$ 4,955nillion. Details of gros:
inflows from main ceditors during the peric
are as follows:

e Pakistan mobilized US$ 1,000 million
proceed of the international Suk

» Disbursements from ADB US$ 757 millic
included US$ 188 million under the Soc
Protection Development and remain
portion was dominad by the proceeds
against power sector prograr
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» Disbursements from China reached at US$ in tandem with a pickup in CPEC-related
1,033 million and recorded an increase of economic activities in the country;
US$ 432 million as compared with the |

comparable period last year. This occurred Government borrowed US$ 1,315 million

from commercial lenders.

Table-9.10: Pakistan External Debt and Liabilities

2011 | 2012 | 2013| 2014] 2015(PRO16(P)| 2017(P)
*

(US Dollar in billion)

PUBLIC EXTERNAL DEBT

1. Public Debt (i+ii+iii)** 55.3 53.5 48.1 51.3 50.9 57.7 58.4
i). Medium and Long Term(>1 year) 45.7 45.6 43.5 47.7 45.8 50.0 51.3
Paris Clul 155 15.0 13.5 13.6 11.7 12.7 11.9
Multilateral 258 25.3 24.2 25.8 24.3 26.4 25.9
Other Bilatere 1.9 25 2.9 34 3.9 4.4 5.2
Euro Bonds/Saindak Bon 1.6 1.6 1.6 3.6 4.6 4.6 5.6
Military Debt 0.1 0.1 0.1 0.0 - - -
Commercial Loans/Cred - - - 0.2 0.3 0.9 2.2
Local Currency Bonds** 0.0 - 0.0 0.0 0.0 0.0 -
Saudi Fund for Developme 0.2 0.2 0.2 0.1 0.1 0.1 0.0
SAFE China Deposi 0.5 1.0 1.0 1.0 1.0 1.0 0.5
NBP/BOC Deposits 0.1 - - - - - -
ii). Short Term (<1 year) 0.6 0.5 0.3 0.7 1.0 1.7 1.1
Commercial Loans/Credits - 0.2 - 0.6 -
Multilateral 0.6 0.5 0.3 04 1.0 1.1 1.1
Local Currency Securities** 0.0 0.0 0.0 0.1 0.0 0.0 0.0
iii). IMF 8.9 7.3 4.4 3.0 4.1 6.0 6.0
of which Central Governmg 2.0 1.9 15 0.9 0.1 - -
Monetary Authorities 69 54 2.9 2.1 4.1 6.0 6.0

PUBLICLY GUARANTEED DEBT
2) Publicly Guaranteed Debt 0.1 0.2 0.6 0.5 1.0 1.3 1.2
i). Medium and Long Term(>1 year) 0.1 0.2 0.6 0.5 1.0 1.3 1.2
Paris Clul - - - - - - -
Multilateral 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Other Bilatere 0.0 0.2 0.6 0.5 1.0 1.3 1.2

Commercial Loans/Credits - - - - R N N

Saindak Bonc - - - - - N N

ii). Short Term (<1 year) - - - - - -

NON PUBLIC DEBT

3. Private Sector Deb 4.4 3.6 3.1 3.0 3.0 3.3 4.3

4. Public Sector Enterprises (PSEs Debt) 1{3 1.3 1.2 17 15 15 1.6

5. Banks 1.1 1.8 1.6 2.0 2.3 2.7 3.7
Borrowing 0.4 0.9 0.7 1.1 1.3 1.6 2.6
Non-resident Deposits (LCY & FCY) 0.7 1.0 0.8 0.9 1.0 11 1.2

6. Debt liabilities to direct investors - 1.6 2.7 3.1 34 2.7 2.9 3.0

intercompany debt

Total External Debt (1 through 6) 63.9 63.1 57.8 62.1 61.4 69.5 72.2

FOREIGN EXCHANGE LIABILITIES

7. Foreign Exchange Liabilities 2.6 2.4 3.1 3.3 3.7 3.6 35

Total External Debt & Liabilities (1 through 66.4 65.5 60.9 65.4 65.1 73.1 75.7

7)

Memo:

GDP (Rs. in billion 18,276.«| 20,046.!| 22,385."| 25,168.9 27,443.(| 29,102.€ 31,862..

Exchange Rate (Rs./US$, End of Period) 6.0 945 99.7 98.8 101.8] 104.8] 104.8

GDP (US$ irbillion) 213.¢ 224.€ 231. 244 270.¢ 279.: 304.4

P: Provisional *end-March,2017
**excluding local currency bonds/securities sineeyt are already included in domestic debt

Source: State Bank of Pakistan, Economic Affairs Iision & Debt Policy Coordination Office
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9.7.1 External Debt Servicing

External public debt servicing declined to U
4,340 million during 2018-6 as compared wil
US$ 4,475 million during 20-15. This decline
in public debt servicing was mainly due
lower principal repayments made to the Ih

Servicing of external publidebtwas recorded
at US$ 3,883 million in first nine months

2016-17. A segregation of this aggreg:

number shows a repayment of US$ 3,

million in respect of maturing external pub

debt stock while interest payments were |

875 million. Among theprincipal repayments,
US$ 1,000 million of multilateral debt and U

500 million of Safe China Depo: accounted
for most of the share.

Table-9.11 Public External Debt Servicinc

Years Principal Interest Amount Rolled Total
Over
(US Dollar in million)

2010-11 2,084.7 930.0 488.0 3,502.7
2011-12 2,700.0 880.9 543.0 4,123.9
201213 4,794.6 800.4 500.0 6,095.1
2013-14 5,220.0 774.6 1,000.0 6,994.5
201415 3,500.3 974.5 1,000.0 5,474.8
2015-16 3,213.1 1,126.7 1,248. 5,588.1
201¢-17* 3,008. 875.( - 3,883.C

*July-March, 2016-17

Source: Source: State Bank of Pakistan and DeltyP@bordination Office , Ministry of Finan

Going forward, there is limited pressure fr
external debt repayments in the medium te
Projected principal repayments to the |
against Extended Fund Facility (EFF)

stretched over a longer timeframe, starting
US$ 0.2 billion in 2018 and risinto US$ 0.8
billion in 2020, with the final payment due
2025. An amount of US$ 0.75 billion due

this fiscal years the only Eurobond maturir
untii  2019. Repayments for  Offici
Development Assistance from the Paris C
began in 2016vhich arespread over a 23-year
period. The projected external public de
repayments based on outstanding as at
March, 2017 is presented through the gr
below:

Fig-9.14: Public External Debt Payments- US$ in million
(Based on Outstanding as on March 31, 201
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As depicted in the graph above, external (
repaymenbbligations for Pakistan are not me
than an average of US$ 4.3 billion per anr
until 2022 based on outstand external public
debtas at end March, 2017. Keeping in vi
the track record of the country, this amoun

repayments should not raise anwoncern.
Pakistan has successfully met higher repayi
obligations of US$ 4.8 billion and US$ ¢
billion in 2013 and 2014 respectively, e\
with much smaller volume of foreign exchar
reserves. Furthermore, it is anticipated tr
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average yearly external inflows would be During first nine months of current fiscal year,
around US$ 6.7 billion until 2022 against appreciation of US Dollar against other major
expected annual average repayment obligationgurrencies resulted in decrease in foreign
of US$ 4.3 bhilion (based on outstanding currency component of public debt mainly
external public debt as at end March, 2017) i.e.driven by Japanese Yen which depreciated
inflows are expected to be sufficient to meet around 16 percent against US dollar. However,
repayment obligations. Pak Rupee remained almost at the same level of
end June, 2016 against US Dollar which
resulted in negligible increase in external public
In Pakistan, external loans are contracted indebt in Pak Rupee terms.

various currencies but disbursements are

effectively converted into Pak Rupee. As Pak 9.7.3 External Debt Sustainability

Rupee Is not an m_ternatlonally traded CUTENCY, the external debt sustainability can be assessed
the other currencies are bought and sold via

. . with two types of indicators; (i) solvency
selling and buying of US Dollar. Hence, the . .. L T
curregcy expogurg of foreign debt originatesmdlcators and (ii) liquidity indicators. Solvency

from two sources: US Dollarfother foreign indicator such as external debt-to-GDP ratio

currencies and Pak Rupee/US Dollar. This twoShOWS debt bearing capacity while liquidity

ronaed exchanae rate risk has been a rna.oindicators such as external debt servicing to
prong g€ rais & foreign exchange earnings ratio shows debt
source of fluctuation in the stock of public

external debt over a period. servicing capacity of the country

9.7.2 Impact of Exchange Rate Fluctuations

Table-9.12: External Debt Sustainability Indicators

2011 2012 2013 2014 2015 2016
ED/FEE (times) 1.2 1.1 1.0 1.0 1.0 1.1
ED/FER (times) 3.0 3.5 4.4 3.6 2.7 2.5
ED/GDP (Percentage) 25.9 23.8 20.8 21.0 18.8 20.7
ED Servicing/FEE (Percentage) 6.3 7.4 111 11.7 8.5 8.4

FEE: Foreign Exchange EarningsD: External Public Debt-ER: Foreign Exchange Reserves
Source: Debt Policy Coordination Office Staff Ca#tions, Ministry of Finance

External public debt to GDP ratio increased started improving since 2013-14 and recorded
from 18.8 percent at the end of 2014- 15 to 20.7at 2.7 times in 2014-15 as compared with 4.4
percent at the end of 2015-16. Apart from nexttimes at the end of 2012-13. This ratio
external inflows, translational losses on accountimproved further and recorded at 2.5 times as at
of depreciation of US Dollar against other end June, 2016 despite increase in external
foreign currencies contributed to increase inpublic debt which shows that growth in foreign
this ratio. Similarly, ED to FEE ratio increased exchange reserves outpaced the growth in
slightly and recorded at 1.1 times at the end ofexternal public debt in 2015-16. As at end
June, 2016 as compared with 1 times at the endlarch 2017, this ratio stood at 2.7 times.

of preceding fiscal year. However, external debt . . .

to GDP ratio of 20.7 percent was still lower EXt€mal public debt servicing to foreign
when compared with 20.8 percent recorded a€Xchange eamings ratio dropped to 8.5 percent

the end of June 2013. By end March 2017, this'" 2014'15.’ from 11.7 percent in 2013-14 due
ratio stood at 19.2 percent. to decline in external debt repayments coupled

with strong growth in the remittance. This ratio
A decrease in external debt in relation toimproved further and recorded at 8.4 percent
foreign exchange reserves reflects theduring 2015-16 mainly on account of decline in
consolidation of foreign exchange reserves andexternal public debt servicing. During first nine
a general improvement of the country’'s months of current fiscal year, external public

repayment capacity or vice versa. This ratio
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debt servicing to foreign exchange earningslt represents an undivided proportionate
ratio stood at around 10 percent. ownership interest in an asset with the

. . . corresponding right to the Sharia acceptable
A pragmatic and realistic approach is 10 jhcome streams generated by the asset. These
measure the “net external indebtedness” of thgncome streams are established and translated
country which is the difference between .., raqable securities which can be issued in

external public debt and official FX reserves. y,o canital markets for investors’ participation.
As at end June 2013, the SBP FX reserves Wer§he issuance of Sukuk is one of the most

around US$ 6 billion, out of which US$ 2
billion were through short term FX swap with a
friendly country maturing in less than 60 days.

significant mechanisms for raising finances in
the domestic/international capital markets. It is

) ) being used extensively in the world as an
Therefore, practically SBP’s true FX rESeIVeS pternative  to  conventional  syndicated

were USS 4 billion as at end June 2013 againsfinancing. In October 2016, the government
which external public debt stood at US$ 48'1successfully issued 5-year US$ 1,000 million

billion, thus net external indebtedness on Ju”eSukuk at the rate of 5.5 percent, the lowest rate
30, 2013 was US$ 44.1 billion (US$ 48.1 gyer achieved by the government in the

billion 'hUS$ 4.0 billion). As at end March jyomnational capital market. The order book
2_0_17’ the FX reserves O_f SBP were US$ 16.5q, 50lid momentum from the start with strong
billion and external public debt stood at US$ jomand from international investors and
58.4 billion, thus net external indebtedness Was,o5ched over US$ 2.4 billion. About 57 percent
U.S.$ 41.9 billion (US$ 58.4 b'”'P” -US$ 16.5 f the subscription for the Sukuk came from
billion). Therefore, net external indebtedness Oflnvestment Advisors, Hedge/Mutual/Pension

the country improved by USS$ 2.2 billion by end g,,ys while the remaining was from banks and
March 2017 compared with end June 2013.  qher  financial institutions. In  terms  of

9.8 Pakistan’s Link with International geographical spread, 38 percent of subscription
Capital Market came from Europe, 27 percent each from North

) American and Middle East and 6 percent from
The issuance of Eurobonds has greatasia, The proceeds of Sukuk were utilized for

significance for Pakistan as it not only pajance of payments and budgetary support.
introduced Pakistan back in the international

capital market but also allowed access toPakistan’s international Eurobonds have traded
foreign resources for building country’s well since issuance and levels have remained
reserves, which have paved the way forrelatively stable since the start of 2015, other
exchange rate stability Further, the proceedsthan intermittent impact for broad based market
from Eurobonds were utilized to retire the wide volatility. Pakistan's 19s, 24s, 25s and 36s
expensive domestic debt. Eurobonds have broadly traded at a premium

. . ) since February 2016.
Sukuk is referred as a ‘Sharia compliant’ bond.

Table-9.13: Secondary Trading Level

Bond Ratings Maturity Size Coupon |Price (Bid/Ask)| Yield (%)
M | s&P | F ($ in million) (%)
EM Sovereign Bonds

Pakistan B3 B Jun-17 750 6.875 100.38/100.4¢4 3.050
Pakistan B3 B Apr-19 1,000 7.25Q 106.13/106.50 3.990
Pakistan (Sukuk) B3 B - Dec-19 1,000 6.750 105.13/106.50 4.240
Pakistan (Sukuk) B3 B B Oct-21 1,000 5.50Q 103.75/104.13 4.560
Pakistan B3 B - Apr-24 1,000 8.250 111.88/112.38 6.130
Pakistan B3 B B Sep-25 500 8.25Q0 112.88/113.38 6.260
Pakistan B3 B - Mar-36 300 7.875 102.38/103.138 7.630

Source: Reuters, 2" April 2017
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9.9 Conclusion

Government is committed to accompl
objectives outlined in FRDL Act, 2005. Goi
forward, the prime objectives of public de
management include: (i) fulfilling the financii
needs of the government at the lowest pos:
cost, consistent with prudentgree of risk; (ii)
broadening the investor base and have a-
functioning domestic debt capital market; (
lengthening of maturity profile of its domes
debt portfolio to reduce the -financing and

interest rate risks; and (iv) mobilization
conessional external financing to enhal
potential output by promoting efficiency a
productivity, thus, simultaneously adding to
debt repayment capacity of the coun
Further, it is important for the government
adopt an integrated approach for nomic
revival and debt reduction which will requ
trade-offs in the shotterm, thus implementin
structural reforms that boost potential gro
which is a key to ensure public de
sustainability.



