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I. Introduction 

The 1985 Article IV consultation discussions were held in Islamabad 
during September 9-18 and December S-15, 1985. The Pakistan representa- 
tives were led by Mr. H.11. Bee;, Finance Secretary, and Mr. A.G.N. Kazi, 
Cover-nor of the State Bank of Pakistan, and included the secretaries 
and other senior officials from concerned ministries and Rovernment 
agencies. During the Septemher visit, the staff also had discussions 
with Dr. Mahhuh ul Haq, then Minister for Finance, Planning, and Economic 
Affairs. Mr. Mohamed Finaish, Executive Director for Pakistan, attended 
the December discussions. The staff representatives were Messrs. S. Hitti 
(Head), H. Jakuhiak, E. Maciejewski, and R. Flovd (all of MED), who par-tic 
pated in hoth the September and December discussions; Mr. E. Zervoudakis 
(ETR) and Ms. H. Sudo (Secretarv - MED) who participated in the September 
mission: and Ms. C. Byrne (Secretary - MED) who took part in the December 
visit. Mr . I. Rannon (IBRD) attended some of the Septemher meetings as 
an ohserver. 

Pakistan continues to avail itself of the transitional arraqements 
of Article XIV. 

II. Recent Develonments 

1. Back,qround 

DurinE the 1980/81-1982/83 l/ period, Pakistan made substantial 
progress in implementing strllctllral and financial adjustment policies 
that were supported hv an extended arrarqement with the Fund 2/ and a 
strllctural adjllstment loan from the World Rank. The major sty,lctllral 
changes put in place included enhanced price incentives in the ener,qv 

l/ Fiscal years beginninE July 1. 
?/ The pro,qram under the extended arrangement and Pakistan's per- 

formance relative to the procram's targets and ob,jectives were reviewed 
in ERS/83/249 (11/23/83). Pakistan's relations with the Fund and the 

World Bank Croup are sllmmarized in Appendices I and II, respectivelv. 

i- 
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and aRricultura1 sectors, the adoption of a flexible exchange rate 
system, and the implementation of import liberalization actions. How- 
ever, some important reforms that were included in the authorities' 
program, in particular the reform of the domestic tax svsten and 
external tariffs, were not implemented. 

Over the three years, real GDP rose at an average annual rate of 
over 6 percent (Table 1 and Chart 1). Production records were estab- 
lished for the major crops, and self-sufficiency in r?a,jor foods was 
attained. Manufacturing orltpnt also expanded rapidly, although invest- 
ment and savings levels remained relativelv low. Fiscal. performance 
was satisfactory during 1980/81-1981/82 but evidenced a deterioration 
in 1982183. Over the three-vear period, Pakistan's demand management 
stance was on balance cautious, and contributed to a declining rate of 
inflation and an improved external sector performance. In 1982183, 
however, the rate of monetarv expansion accelerated to 25 percent (more 
than twice the average of the precedin,q two years), reflecting in large 
part the emergence of a substantial balance of napments surplus. In 
that year, export and remittance growth responded to the exchange svstem 
reform and the real effective depreciation of the rupee by some 20 per- 
cent in 1982 (Chart 2), and thereby contributed to an overall external 
surplus of nearlv LJSS700 million. As a result, Pakistan recorded a 
cumulative balance of payments surplus of nearly LJS$lnO million over the 
three-year period. At end-1982183, gross official reserves were about 
USS2.0 hillion, equivalent to 15 weeks' imports. 

Pakistan's growth performance received a setback in 1983/84 when 
adverse weather conditions resulted in a 40 percent decline in cotton 
production as well as declines in wheat and rice output. In the acare- 
Rate, value added in agriculture fell hv 6 percent and lowered the over- 
all real growth to about 3.5 Dercent (Appendix III, Table 2). The pace 
of price ad.justment in the energy sector was sustained as both producer 
and consumer enere;y prices were increased considerably. The policy of 
linkinK petrolellm producer prices to international equivalents less a 
percentage discount was continued so that for all fields prices were 
hroadly in line with international values. However, in ag;riculture, the 
pace slowed generally for both output and input prices. Expenditures 
Ilnder the Annual Devel.opnent Program (ADP) felL in 1983184 which, in 
combination with a yood revenue performance, resulted in a decrease in 
the overall fiscal deficit hv over one percentaqe point to 6 percent of 
GDP (Appendix III, Tahle 3). Budget receipts rose by ahout 20 percent, 
reflecting rli.scretionarv measures introduced with the hudset. However, 
the growth of current spending at 25 percent remained high, reflecting; 
about 20 percent and 25 percent increases in suhsidy and interest 
pavments. The latter resulted for the most part from the doubling of 
domestic nonbank borrowing; over the 1982/83-1983184 period. With a 
shortfall in external resources, the financing of the fiscal deficit 
remained heavily reliant on domestic private savings, while domestic 
hank borrowing was triple the hudaet forecast. In addition, lendine 
to the private sector was also higher than planned bv the authorities. 
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Table I. Pakistan: Selected Economic and Financial Indicators, 1980i81-1995/R6 

Na:innal income and prices 

GDP (at constant factor cost) 
CDP dcflatnr (market price) 
Consumer prices (period average) 

External sector (in U.S. dollars) 
Exports (f.o.h.) 
Imports (f .o.b.) 

Non-oil imports (c.i.f.) 
Workers’ rrmittances 

Era1 effective exchange rate 
Tradr hanket L/ 

lndllstrial c&try basket z/ 

Elnney: and credit 
Monev and quasi-mnney 
Dones:ic assets (net), of vhich: 

Cnvernment 
rl~~n~.overnme”t 

\‘eloL i:y 
lntrrrnt rates (annual rate, 

one-year savings deposits) 

19.5 
14.5 

9.8 
20.3 

2.4 
4.5 

13.2 
15.1 

(11.2) 
(18.9) 

4.5 

10.5 

2”. I 
19.5 

16.5 

lb.6 
13.7 
22.5 

5.2 

0.R 

I.9 
1.5 

2.3 

(Annual change, unless otherwise specified) 

-17. I 13.3 1.6 -I?.@ 25.1 
3.7 -2.7 6.7 -n.9 I .c 
3.2 -1.7 11.3 -0.5 4.2 
6.1 29.8 -5.2 -10.6 3 .I! 

5.4 
10.1 

-13.8 
-11.7 

0. 3 
3.1 

IJ. 7 
2.5 

. . . 

. . . 

II.4 25.3 II.8 11.8 III.2 
16.8 16.3 14.4 23.9 j.6 

(I?.?) (14.8) (113.5) (23.3) C-11.5) 
(2O.U) (20.7) (21.7) (lb.8) (22.9) 

1.6 -4.6 -2.8 2. I 2.4 

10.5 10.5 10.5 ID.5 . . . 3! - 

15.4 
15.7 
12.3 

IO.5 
10.7 

11.6 

16.1 
13.3 
22.0 

5.3 

1.7 
: . 0 
1.6 

2.0 

h.? 3 . b a.4 b.5 
6 . 0 9.7 5.6 5.0 
4.5 8.3 7.5 . . . 

IS.0 22.2 7.7 
IS.0 IS.8 4.3 

22.7 14.8 17.6 

(In percent of GDP) 

16.2 Ii.3 16.3 
13.4 13.9 12.7 
23.8 23.9 24.h 

7.0 6.0 7.9 

1.7 1.9 3.9 
3.9 2.9 2.7 
1.4 I.? 1.3 

2.6 I.6 3.x 

(In percent of GNP, unless otherwise specified) 

15.h 16.3 16.4 15.8 16.2 

(14.2) (14.3) (14.3) (14.0) (14.5) 
5.8 5. : 5.7 5.1 4.7 

12.3 11.5 LA.6 12.7 11.2 

3.2 4.9 I.8 3.1 5.2 3.2 
-0.1 -1.8 2.2 -I).3 -3.0 0.8 
34.0 34.7 39. I 37.0 37.5 37.2 

16.2 12.9 13.3 15.6 19.7 
11.5 9.7 1 II .7 13.7 lb.3 

7.3 5.5 6.3 7.0 7.7 

16.5 
1 3 . 1-1 
2L.3 

b.5 

-“. I 
4.1 
2.5 

-2.1 

17.1 

(15.51 
a.: 

II. I 

2CI.R 
15.9 

b.3 

(In millions of U.S. dollars, unless o:herwise specified) 

-991 -1,610 -557 -I ,031 -I .775 -1,l’ric 

-24 -580 698 -86 -1,OUI 281 

R.H 6.9 15.2 11.9 5.2 8.0 h/ - 

C‘nur, e.5: El;nisLr;. .of Flnnnce and Economic Affairs and State Bank nf Pakistan. 
I! Ilryrrr:ntinn f-l. Based hn mnior trade pnrtnrr weights (excluding petroleum!. 
Tl II-preri3:inn C-). Raned on industrial country competitor weights for manufnctnrcd goods. 
71 Thv financinl svst~rn was chnnqeei to an Islamic noninterest basis effective July 1. 1985. 
;I/ Excludes grants which arr included in Long-term capital. 
T/ -’ Tc?tal civilian debt consisting of medium- and long-term disbursed debt repayable in foreign 

c~,rrc,~ry, ilse of Fund credit, short-term debt (of one year or less) and disbursed foreign debt reparable 
:n lornl c!,rrc”ry. 

b/ Incl.udcs ForriRn currency deposits by nonresident commercial banks. - 
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This excess credit growth was largely vented through the external sector, 
hut with the laqP;ed impact of the suhstantial monetary Erowth in the 
previous Year, the GDP deflator reached nearlv 10 percent. 

The balance of payments recorded an overall deficit of USS85 million 
in 1983/84 (Appendix III, Table 5) as the current account deficit almost 
doubled to about USsl billion (3.1 percent of GNP). The major develop- 
ments contrihutin:? to this outcome were a weakening of export ,qrowth (to 
under 2 percent) mainlv due to the poor cotton crop, a decline in workers' 
remittances, and a surge in nrivate sector imports resulting in part from 
the large monetary expansion in the previous year. In addition, capital 
inflows were substantially lower. With regard to the trade reform, the 
changeover of the import systen from a positive list to a negative/ 
restricted list system was introduced for 1983184. However, the Import 
Policy Order (IPO) document continued to include the former positive list 
and other industry-specific positive lists. Certain limits on invisible 
payments for travel and education were raised. 

2. Developments and oolicies in 1984185 

a. Real sector developments 

In 1984185 there was a sharp recoverv in agricultural production 
which lifted the overall growth rate to nearlv 8.5 percent. In particular, 
cotton output more than doubled (and surpassed its previous record level 
bv nearly 25 percent); in addition there was a rebound in wheat. The 
strong cotton performance reflected, apart from good weather conditions, 
measures taken hv the authorities to ensure the timely availability of 
inputs and extension quidance for farmers. However, only limited changes 
were made in agricultural output prices, and there were no major changes 
in prices of aqricrlltural inputs. The increases in the urocllrement 
prices for cotton lint were marginal, and the increase in the wheat 
procurement nrice was 9 nercent. Fertilizer prices were not raised in 
1984185, and consequently the objective of eliminating the fertilizer 
subsidy bv mid-1985 was not achieved. Moreover, for the second consecu- 
tive vear no water price adjustments were effected, and this outcome, in 
coniunction with a sizable expenditure Erowth, resulted in a decline in 
the cost recovery ratio to 45 percent in 1984/85 compared with 57 percent 
in 1982183. In the area of deregulation, the stocking and marketinq of 
sugar was turned over to the private sector. 

In the energy sector, the authorities continued their program of 
price rationalization with World Rank assistance. Substantial progress 
continued to he ma?Ie in adjusting consumer energy prices, while the 
policies of enhancing; petroleum producer prices and encouraging explor- 
ation hv international companies contributed to new oil discoveries. 
As a result, domestic oil output doubled to about 26,000 barrels/day, 
covering nearlv 20 nercent of domestic consumption. However, natural 
gas production showed more limited qrowth, and qas shortages continued 
to result in insllfficient electric power supplies. These have adversely 
affected hoth the industrial and aqricultllral sectors. A maior recent 
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development in the manufacturin.q sector was the start up of production 
from the Pakistan Steel Mill in December 1984; the mill provides a 
varietv of steel prodllcts which were Dreviouslv imported, Apart from 
the completed s tee1 mil L, no other maior industrial proiects were being 
implemented llnder the ADP in recent vears. 

Ma,jor policv objectives of the authorities in the real sector have 
been to reorient government investment outlays away from inrlustrv toward 
the priority sectors of energv, agriculture, and rural development, as 
well as transport and telecommunications, and the substitution of private 
for public investment in the indllstrial sector. In this context, the 
1984/85 sectoral spenr4in.g pattern under the ADP reflected increasing 
dishrlrsements for energv and a,qriclllture and was in line with World Rank 
reconmendations. Moreover, a number of measures were also implemented 
to assist private investors. These included issuance of the Industrial 
Policy Statement for the Sixth Five-Year Plan (1983/84-1987/88) which 
eased investment licensinc procedures. With regard to investment and 
savin,qs performance, the domestic fixed investment ratio showed some 
improvement rising to 14.6 percent of Grip, reflecting essentiallv a 
35 percent increase in ADP expenditures. Although investment perform- 
ance improved, there was a weakening of savings performance. Domestic 
savings fell helow 5 percent of GNP, and with declining inflows of 
workers' remittances the national savings ratio slipped to 11 percent. 

l-l. Fiscal and credit developments 

For 1984/85 the authorities' ohiective was to lower further the 
fiscal deficit ratio to 5.6 nercent of GDP primarily through restraining 
the growth of current esnenditures to 5 percent. Develonment spending 
was targeted to rise hy 24 percent. Although the hudqet did not incor- 
porate any major revenlie-qeneratinq tax measures, tax revenues were 
forecast to rise hv 10 percent. The principal resource mobilization 
actions b-ere nrice adjustnents for enerqy products and the settlement 
of income tax claims. Rorrowing from domestic nonhank sources was 
expected to cover more than half OF the overall fiscal deficit with 
domestic bank horrowinq to he held to 1.2 percent of CDP. 

In the event, there were sllhstantial departllres from the hude;et 
forecasts. Tax revenue rose bv only 4 percent, primarilv because 
receipt:3 from income and excise taxes as well as from the petroleum 
price increase felL short of tarqet. The income tax shortfall reflected 
partlv the reduction of effective tax rates in Lower income brackets 
and larger than expected income tas refund pavments, while lower pro- 
daction levels dlle to power shortages and shifts in demand patterns 
adversely affected excise coLlections. On the expenditure side, 
development outlavs were implemented as planned, hllt the growth rate of 
current expenditure at 15 percent was triple the hudqet forecast. The 
hulk of the excess was attrihutahle to higher than planned subsidies 
and defense expenditures. Subsidies increased as the domestic prices 
for certain sllbsirlized conmodities were nnt adjlusted to reflect increases 
in international prices and the depreciation of the rupee. With these 
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developments, the overall deficit was 50 percent above the 1983/84 
level, and the deficit ratio at nearlv 8 percent of GDP was well above 
the budget target. The increase in the deficit was financed almost 
entirelv through domestic bank borrowinK, which at 3.9 percent of GDP 
was about triple the avera,qe borrowing level of recent vears: reliance 
on domestic private savings also remained substantial. 

The credit plan for 1984185 continued to aim at a cautious approach 
to the management of domestic credit. Domestic liquidity was forecast 
to qrow by 11-12 percent and the actual growth rate was virtually on 
tare;et (Appendix III, Table 4). However, underlying this result was a 
much weaker than anticipated halance of payments outcome and a more 
rapid than tarqeted expansion of domestic credit. While credit use 
within the nongovernment sectors moved in line with the authorities' 
plan, the sharp weakening of the Government's fiscal performance and the 
very large resort to domestic bank financing caused an expansion in net 
domestic credit about double the amount envisaged. As the excess in 
credit growth was essentially vented through the large balance of pay- 
ments deficit, the inflation rate fell back to a 6-7 percent range. 

C. External sector developments 

Pakistan's current account and the overall balance of payments 
positions deteriorated sharplv during 1984185. The overall deficit, 
widened to LJSSl billion from less than LJSSlOO million in 1983/84. This 
outcome was much weaker than anticipated and entailed a 60 percent 
decline in cross official reserves to some five weeks' imports. Even 
though imports stagnated, the current account deficit, which had almost 
doubled to ahout IJSSl billion in 1983/84, rose bv a further 70 percent 
to more than 5 percent of GNP. The ma.jor factors contributing to this 
outcome were lo-12 percent declines in exports (in U.S. dollar terms) 
and workers' remittances. 

The weakening of export performance was reflected in both commodity 
and manufactured exports. Although cotton supplies recovered stronglv, 
this was accompanied by lower world prices. Domestic rice supvlies 
were steadv, but these exports were also confronted with falling inter- 
national prices, and strone; price competition from other exporters 
reduced Pakistan's market shares. The slide in the performance of 
manufactured exports to a decline of 111 percent (compared with increases 
of 16 percent in 1982183 and 7 percent in 1983184) affected cotton 
products and other items as well. While quantitative restrictions on 
textile imports in some developed countries and weaker demand in some 
oil exporting countries in the region were contributory factors, the 
real effective appreciation of the rupee was an important cause for the 
weakness. In recognition of the erosion in export competitiveness, the 
authorities expanded export subsidies in April 1985 to new items and 
increased subsidy rates. These rates presently are in the ranqe of 
7.5-12.5 percent and apply mostlv to manufactured goods. The decline in 
remittance inflows was attrihutahle for the most part to the diminished 
employment opportunities for Pakistan workers in the oil producing 
countries of the region. 



- 7 - 

On the capital account, there was some erosion in net lone-term 
capital inflows on concessional terms, and reliance on external commercial 
horrowinE was modest. Most outstanding disbursed deht is on concessional 
terns, as the authorities have traditionallv taken a cautious aoproach 
to commercial borrowing. Consequently, official short- and medium-term 
commercial debt was only 4 percent of GNP at end-1984/85. Total civilian 
foreign debt increased little and at lUSs12.7 hillion was eouivalent to 
ahout 38 percent of GNP. Debt service pavments (including repavments 
of Fund credit) rose to lJS$l.?. hillion (Appendix III, Table h), and with 
the weak performances of exports and remittances the debt service ratio 
increased hy four percentage points to 19.7 percent of current receipts. 

lrnder the managed floatinc exchange rate system, the authorities 
continued to rely on cllrrency baskets to guide their exchange rate. 
While the overall ob,iective was to sustain the real effective depreci- 
ation of the rupee near the level achieved in early 1983, there were 
nevertheless periods in 1983-84 and early 1985 when the rupee evidenced 
significant real effective appreciations, rangin,q up to 9 percent. In 
particular, with the strength of the U.S. dollar against most other 
ma.jor world clirrencies, the rupee appreciated suhstantiallv in real 
terms against the currencies of certain major European countries, some 
of which were competitors in certain manufactured exports. In peak 
periods, the appreciations were in the 15-25 percent range. In the 
import system, industry-specific positive lists continued to be included 
in the IPO. 

III. Policv Discussions 

The discussions took place against the hackground of the Executive 
Roard review of the 1984 consultation. I/ On that occasion, the Directors 
expressed concern abollt the slowdown in-the pace of implementing 
structural reform and ahout the worrying prospects for public finances 
and the external sector. Roard menbers urged that price rationalization 
me.asut-es he strengthened and be complemented hv further deregulation and 
reform of the import and tariff svstems. Additionallv, measures were 
needed to correct the structural weakness in the hudqet throue;h the 
implementation, without delay, of a suhstantive tax reform. In view of 
the deterioration in the halance of pavments, timely measures aimed at 
enhancin,e export competitiveness and remittances were also needed, in 
particular a more flevihle exchange rate policv to reverse the apnrecia- 
tion of the real effective exchange rate. 

lj The lo84 Article IV consultation discussions were held during 
Au&St and December 1984, and the staff report (SM/85/29, SUP. 1 and 
Cors. 1 and 2) was discussed by the Executive Board on February 37, 
1985 (SLlR/85!‘1). 
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In view of the substantial weakeninri in Pakistan's internal and 
external finances in 1984185, the policy discussions focused on an 
assessment of the outlook for 1985/86 and on the measures needed to 
strengthen economic and financial performance. l/ - 

1. Production, investment, and pricing; policies 

Following the strong; recoverv in the agricultural sector in 1984185, 
the authorities have forecast for 1985186 a return to a more normal 
e;rowth rate for agriculture (5 percent) and real GDP (6.5 percent). 
Real growth in manufactured output is proiected to remain in the range 
of 8-9 percent. Development outlays are expected to rise by nearly 
20 percent, with the energv and agricultural sectors continuing to 
receive priority. With this increase and an expectation of buoyant 
private sector investment, the domestic fixed investment ratio is fore- 
cast to rise hv about one percentage point to 15.5 percent of GNP. At 
the same time, the allthorities expect the investment-savings gap to 
decline by one percentace point to 4 percent of GNP, due primarily to 
a two percentace point increase in the domestic savings ratio. 

In the aEricultura1 sector, irrigation water and rain were inade- 
quate in the second half of 1984185, and although the water situation 
subseqllently improved, the authorities' latest estimates were that 
cotton output would reach S.5 million bales, somewhat below the 1984/85 
peak level. However, as priority in the allocation of available irri- 
eation water was given to the cotton crop, this decision was expected 
to be reflected in about 10 percent lower levels of rice and suqarcane 
output. In view of plans to import 1.7 million tons of wheat and resume 
sugar imports, the staff observed that, after a period of sustained 
growth and the attainment of self-sufficiency in ma.ior food crops, the 
production levels of recent years appeared to sue;gest that output 
plateaus had heen reached, and inquired whether this reflected physical 
constraints or insufficient price incentives. The Pakistan representa- 
tives stated that the recent setbacks in agricultural outprlt were due 
mostly to adverse weather conditions, and there were no major domestic 
structural barriers to production. Pricing policies continued to be 
reviewed to ensure their appropriateness, and althouch yields had 
generally increased in recent years, there was scone for further 
improvement. 

With regard to nriciny nolicies, the authorities increased cotton 
and some rice procllrement prices bv ahout 2 percent for the 1985/86 
crop. The staff commented that, at the current exchange rate and 
international prices, the procurement prices for ordinary rice varieties 
and cotton appeared to he generating losses for the government export 
agencies, entailing in effect subsidies to producers. Moreover, given 
the current exchanqe rate, it was not possible to adjust domestic 

l/ The qualitv of economic and financial data is generally good, and 
data questions are not a factor impairing policy analyses. Statistical 
issues are discussed in Appendix V. 
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cotton and rice prices in order to absorb an upward shift in fertilizer 
prices directed at reducing the fertilizer suhsidv. However, regarding; 
wheat, the price and exchange rate relationships afforded some latitude. 
A wheat procllrement price increase of 14 percent was annollnced in October, 
hut a pronosal to increase also the price for the major phosphatic 
fertilizer was not implemented. In other price areas, an increase in 
irriciation char:es was put into effect for 1985186 in Sind, and the 
Northwest Frontier Province also issued a notification of an increase 
for this year. 

A hroarl review of the policy issues surrounding wheat and edible 
oils marketing, pricinq, and subsidization is heinq undertaken by the 
National. Deregulation Commission, whose establishment was announced with 
the budget. InitiaLlv, most of the Commission’s deliberations have 
Focr~sed on new arrangements for the wheat trade, but the Commission is 
also considering al.ternative approaches to edible oils marketing. The 
Pakistan representatives noted that the recent declines in the world 
prices of edible oils had substantially reduced the hud,qet subsidv and 
henefited the halance of pavments, and thev considered that in the 
present situation deregulation wouLd not be acconpanied hv a considerable 
rise in domestic prices. The mandate of the nerequlation Commission 
also covers other sectors of the economy. 

Recardinq manufacturinq, while this sector will continue to be 
sllbject to electric power load-shedding, the arlthorities expect that 
better cotton supplies and the resllltant recoverv in textile-based 
activities as well as implementation of external sector measllres (see 
below) will heln s:ustain a ,qood performance. In the public indllstrial 
sector, a more flexihle cement pricing system has heen introduced, and 
a revised pricing strrlcture was established for products from the 
Pakistan Steel Mill. As a continuation of the authorities' deregulation 
program, the public sectnr cement plants were permitted i.n late 1984!85 
to vary within a range of 8 percent their basic ex-factory price to 
reflect local market conditions: cement pricing is fully flexihle in the 
private sector. ITnder the new pricing framework for the steel nil]., put 
in place in earlv 1985/86, the domestic prices for the mill's various 
products have heen fixed at proportions of the landed cost of comparable 
imports (c.i.f. valrie plus rlutv). In order to sItstain the external 
competitive position of domestic steel-llsinq exporters, they will he 
allowed suhsjdies erluivalent to the difference hetween the domestic 
steel price and the c.i.f. price; the suhsidies wil.l he funded from the 
federal hudqet. 

In the enerqv sector, the continued implementation of enhanced price 
incentives for domestic petrolerlm producers is projected to result in a 
sllhstantial further increase in crude oil production (bv some 50 percent) 
to an average of 40,000 barrels/day: this wo~llrl cover almost one third 
of domestic consrlmption. To encourage the exploration and development of 
nonassociated qas, the allthorities have also implemented in collaboration 
with the VJorld Rank a policy of linking the fiomestic producer SaS price 
to international energy prices less a nercenta,qe discotInt for all new 
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concessions agreed after September 1985. The program of adjusting 
consumer energy prices has also been continrled, and with the hudaet 
the user prices of natural gas and of most petroleum products were 
raised, resulting in weiqhted average price increases of 51 percent 
and 5 percent, respectivelv. Most petroleum product prices are well 
above border prices, I/ and with the hudcet price increase, consumer 
gas prices were moved-to 60 percent of the international equivalent 
compared with the allthorities' taryet of a two-thirds equivalence hy 

1988. 

2. Fiscal policy 

The orie;inal 1985/86 hude;et estimates aimed at a reduction in the 

overall fiscal deficit to 6.7 percent of GDP from 7.9 percent in 1984/85. 
A 19 percent rise in total revenue was forecast to result primarily from 
the doubling; of the import surcharge to 10 percent and the increases in 
natural p;as and petroleum products prices. However, income and some 
customs and excise taxes were reduced, and exemptions from the domestic 
sales tax were expanded. The resource mobilization effort was estimated 
at the equivalent of 1.4 percent of GDP, but as receipts from the import 
surcharge were earmarked for additional education expenditures, the net 
revenue gain to the budget of discretionary measures was an increase of 
only 4 percent (or 0.5 percent of GDP). The budget also proposed the 
divestiture of some of the Government's equity in certain public enter- 
prises. The growth of current expenditure was budgeted at 14 percent 
with most of the increase accounted for by higher salaries and pensions 
for public sector employees, which were also partially indexed to the 
cost of living; increased subsidy outlays, which were budgeted to rise 
hy over 25 percent mainly due to larcer wheat and export subsidies, and 
the introduction of the exported steel subsidy; and higher defense and 
interest outlays. The financing; of the deficit forecast a triplina of 
net external borrowing and a further large increase in domestic nonbank 
horrowina, hring;inp; financing from each of these sources to about 3.5 
percent of GDP. A major feature of the hudget is the objective of 
avoiding; completelv recourse to domestic bank borrowing. 

In commenting on the original budget, the staff observed that the 

net revenue effect of discretionarv measures had been small, there had 
heen a weakening; of the structure of public finance, and the overall 
deficit remained high. Moreover, dependence on external and nonbank 
financing was projected to rise markedly, and there was a auestion 
whether the anticipated levels of such financing were achievable. To 
correct the situation, measures were needed to contain expenditure 
Erowth and enhance domestic resource mohilization by increasi.nE: the 

elasticity of the tax svstem. These measures should aim at a substantial 
reduction in the deficit ratio to a level consistent with a strengthening 
of the external position. The pro,jected heavv and rising reliance on 
domestic private savings and external financinri was cause for concern, 
as this pattern of financing would limit the availability of private 

1/ For example, gasoline at LJS$1.70-2.00 per U.S. gallon. - 
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savi n,qs to finance private investment and aive rise to future repavment 
ohlications for which resources would have to he generated. Moreover, 
this deht financing permitted a growth of expenditrlres, for which 

reSoIlrces were not available and which would he difficult to reduce in 
the fllture. 

The Pakistan representatives stated that the authorities were aware 
nf the tirrht fiscal. position and the structural weakness in public finance, 
and that horrowin,p for the budget on the scale of this vear’s worlld not 
he sllstainahle. Thev acknowledp;ed the need for tax reform, hut indicated 

that the report of the Tax Conmission could not he expected hefore March 
1986 and no measures could he taken until the next fiscal year. For this 
Year, the Dereqtllatinn Commission had heelIn to review suhsirlized items, 
and it was hoped that subsidization could he reduced. 

To reElect developments subsequent to the introduction of the 

hudyet, certain estimates were later revised. In September the total 
revenue growth nrniect ion was reduced from 19 percent to 16 percent, 
reflecting mainlv lower forecast receipts from customs, income, and 

exci qe taxes. In necemher the salient revisions included a large 
redllction in defense spending drle to the nonavailahilitv of linked 

external f inancin!:, and an increase in supplementary expenditures hv 
the provincial ,qovernnents which is to he offset hv a decline in edible 
oil srlhsidies arising from lower world prices. Essentiallv with these 
changes , the official estimate for the overall fiscal deficit was 
redllced to 6.5 percent of GDP. l/ Srldyet financing was also revised to 
reflect a 28 percent reduction in anticipated net external financin,? 
fron the original hurlget and a 25 percent increase in domestic nonhank 

horror.JinP. 

The revised estimate for nonhank horrowinc includes PRs 2.7 hillion 
in net proceeds from Special National Fund (SNF) bonds 3/ and PRs 7.n 

hillion from the sale of Foreicn Evchanee Rearer Certificates (see 
he1 ow) . These new deht instruments were announced with the hudg;et. 

The SNF honds were introdllced to encourag;e the declaration of untaved 
assets, and therehv expand the future tax base. Pllrchasers were assured 
that thev would not he liable for nast income and wealth taxes to the 
evtent that these assets were declared through purchasing the bonds. In 

the event, prosnective nllrchasers indicated that manv of their untaxed 
assets were illiqllid, and consequentlv the authorities decided that, to 

faci.litate the sale of the honds, domestic hanks co111rl lend outside 
their credit ceiljnzs to finance SNF bond purchases. While purchases 

I/ The authorities are tIndertaking a research effort to improve the 

format of the hurlget bv introducing a “Net lending and erluity partici- 
pat ion” entry. This llndertakine; could involve some major reclassifica- 
tions and thus changes in hudeet aggregates. For example, the 1985/86 

0 
ratio target would he estimated at 5.9 percent under the new format 
rather than 6.5 percent. 

21 See .4ppendix III, Table 3, footnote 2. - 
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of the honds during the sales period (Julv-August 1985) totaled PRs 13.7 
billion, bank lending; to finance the bond purchases totaled PRs 11 
billion. To offset the impact of this lending on total domestic credit 
anrl liquiditv growth, the authorities decided to retire an equivalent 
amount of outstanding government credit for commoditv operations. Since 
the SNF hond interest costs were lower than the cost of carrying; bank 
credit for commodity operations, the substitution generated interest 
savings for the hudqet. As the authorities are committed to avoiding 
anv bank financing for the budqet in the current year, this commitment 
would mean that at end-year the combined position of the Government's 
hudqet and commodity financinc from the domestic hanking: system would 
show a net rerluction in outstanding credit of PRs 11 billion. 

The mission expressed the view that the latest official budrjet 
estimates appeared optimistic in several respects. On the revenue side, 
it seems that the pro,jected growth of customs revenue (30 percent) was 
unlikelv to he realized in view of the customs results for the period 
July-November 1985, which showed an increase of 15 percent over the same 
period of last vear, and the 1 percent growth forecast for imports in 
the balance of pavments for 1985/86 as a whole. bloreover, income and 
excise taxes, certain profit transfers, and the surpluses of autonomous 
bodies seem to he overestimated. In addition, as procedural decisions 
on divestiture of public enterprises were delayed, a shortfall may well 

occur in this category. On the expenditure side, the historical buoyancy 
of current outlays would suP;Eest the possibility of a sllbstantial overrun. 
For exams le , defense expenditures, which have risen sharply in the past, 
are now forecast ILO decline in nominal terms despite the wage increases 
granted at the start of the year. In the aqEreE!ate, the staff estimates, 
given the target level for developnent spending;, a gap enuivalent to 
about 1.5 percent of CDP between the likelv demands for and availability 
of resources, without considering shortfalls from proiecterl financing 
for the overall deficit. This would imply an overall deficit ratio of 
8 percent of GDP. With regard to financing, the mission noted that the 
estimate for net external horrowing remains more than rlouhle the level 
of the nrevious year and is not corroborated hv the capital inflows 
data in the balance of payments for the first three months of the year. 

The representatives stated that while there might he some revenlle 
shortfall from the December estimates, it would be substantially less 
than estimated bv the staff. The authorities also intended to hold 
current expenditures within the revised hudE:et estimates, to achieve the 
developpent olltlays included in the hurlqet, and to avoid anv recourse 
to domestic hank financing. The hudgetarv sitllation would be kept under 
review and adjustments, if thev appeared necessary, would he made. 
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The discussions on budgetary prospects for 1985/86 took place 
hefore the recent declines in internationaL petroleum prices. If the 
staff estimate re,qardinP; the possible full benefit of lower oil prices 
to the balance of pavments (see helow) were to apply fully to the hudget, 
the revenue eain collld he ecruivalent to 0.4 percent of GDP if domestic 
consllmer prices remain at present levels. Under these circumstances, 
the budget could also benefit from paral.lel downward ad.iustments in 
domestic nroducer prices for crude petroleum. 

3. Yonetary and credit policies 

The authorities' credit plan for 1985/86 aims at a substantial 
redllction in the growth of total domestic credit to 7 percent with the 
ohiective of containing; pressures on the halance of payments. The 
maior factor accounting for this reduction is the policy objective of 
not permittinq domestic hank horrowine; for the hudcet. At the same time, 
the target growth rates for lending to the private sector (excluding 
credits extended to finance SNF bond purchases) and particularly the 
nllblic enterprises have been lowered. l/ The effect of including in 
private credit Erowth commercial bank lendine for SNF bonds is to 
raise the private credit expansion forecast to 28 percent, but as noted 
above the allthorities will neutralize the liquidity impact of this 
operation throue;h retirement of an equivalent amount of debt on account 
of comnoditv financing. The mission commented that historically 
corlmodity credit had proven difficult to monitor and control, and there- 
fore strict monitoring would he needed over credit movements in this 
catecory in order to ensure a complete neutralization. 

On the nlltlook For the credit aggregates, the staff commented that 
there were indications that it would he difficult to avoid recourse to 
the dopestic banking svstem for the hlldqet in view of the likelihood of 
a larger than projected overall fiscal deficit and the possibility of 
shortfalls from the expected levels of external and nonbank domestic 
financing. However, while the mission believed that credit expansion 
miP;ht well exceed the tarpet set ollt in the authorities' plan, the 
balance of pavments situation could well show an overall deficit while 
the authorities were nredictinc a surpllls. These considerations rendered 
the monetary growth outcome for 1985/86 difficult to predict. 2/ If a 
balance of navments srlt-plus materializes while considerable recourse to 
domestic hank financing of the budget becomes unavoidable, the rate of 
mnnetarv expansion might exceed that of the forecast noninal GDP posing; 
a threat to price stahility: inflation i.s envisioned hy the authorities 

l/ The much reduced credit allocation for the public enterprises - 
reflects for the most part the windine dnbm of the credit requirements 
of the completed steel mill. 

2/ Provisional monetary data for the .Jllly-December 1985 period indi- 
cate a domestic liqrlidity expansion of 5 percent resultinS essentially 
from 13 percent crnwth in private credit (ad.justerl for SNF bond horrow- 
inc). Credit for the budget rose by 2 nercent to PRs 1.7 billion. 



to be in the range of 6-7 percent. The mission's view was that consider- 
ing the uncertainties with respect to external developments, the general 
strategy should be to implement a tiEht demand management stance in order 
to contain the demand for imports and to strengthen external sector 
performance. 

With regard to changes in hank requlations, in August 1985 the 

commercial banks were permitted to accept forei,qn cllrrency deposits from 
financial institutions abroad (see helow). To encourage the soliciting 
of these resources, the participating domestic hanks will be allowed 
increases in their credit ceilings equivalent to 65 percent of net 
increases in such deposits. This regulation represents an extension 
of a previously existin,q practice under which the commercial hanks were 
allowed 50 percent ceiling increases for nonbank foreign currency 
deposits. The Pakistan representatives' view was that this new reaula- 
tion would not reduce the effectiveness of credit controls or result in 
credit growth beyond planned levels, as the central bank allows scope 

for these possible increased credit allocations in its agq-eyate credit 
plan. 

With effect from July 1, 1985, all deposit and all new financing 
operations of the scheduled banks were placed on an Islamic noninterest 
basis. The Pakistan representatives indicated that the changeover had 
proceeded smoothly. Some minor accounting changes had been made, but 
there were broadly no alterations to existinq monetary or credit termi- 
nology or classifications, and the central bank's existing credit 
allocation and control system and its abilitv to administer the system 
through ceilings and targ;ets were not affected. In the course of the 
conversion to Islamic banking, major steps have been taken toward a more 
flexible rate of return and deposit structure for the financial system. 
In May 1985, bank interest rate charges were aholished and replaced by 
a system of rates of profit, under which there is no maximum rate for 
most investment financing and A maximum rate for most trade financing 
of 20 percent. Previously, interest rate ceilings of 11-14 percent had 
applied. Moreover, since the introduction of profit and loss sharing 
deposit accounts, the banks have been free to set individually their 
deposit rates. Also as part of the deregulation effort, since April 
1984 banks have been essentially no longer subject to regulations on 
service charqes. 

4. Balance of nayments policies 

The authorities envisage a substantial improvement in the balance 
of pavments position in 1985/86. In September, a decline in the current 
account deficit of some USs370 million (to 3.9 percent of GNP) was pro- 
jected, while the overall position was expected to show a surplus of 
ahout lJSSlO0 million. The improvement was predicated on a 25 percent 
growth in exports, based on increased rice and cotton exports as well as 
about a 213 percent ,qrowth in manufactllred exports, and a doubling to USSl 
billion of net official concessional foreign loans and grants (excluding 
refugee assistance). Moreover, net official short-term capital was 
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expected to show a large turnaround primarily as a result of an antici- 
pated inflow of lJSS125 million from sales of foreign exchange certificates. 
A moderate expansion in imports of 3.5 percent was projected along with 
a 2 percent decline in workers' remittances. Gross reserves were 
expected to benefit from forellEn currency deposits of US!?100 million 

from nonresident commercial banks. 

During: the December discussions, the Pakistan reoresentatives 
indicated that external sector developments over the first four months 
of the vear had been encouraging. ExDorts had recorded an increase of 
over 30 percent relative to the same period of 1984/85. Cotton lint 
exports had performed particularly well, but even escludinq cotton and 
rice exports, other exports were 16 percent 1arEer. Workers' remit- 
tances were 10 percent higher due mainlv to et-eater inflows from the 
1Jnited States and the United Kingdom, and imports were 5 percent lower 
reflecting in part the benefit of the fall in world edible oil prices. 
On the basis of these developments, the authorities revised certain 
items of their forecast for the year as a whole. The import growth 
projection was lowered to 1 percent and that for remittances was altered 
to a 3 percent increase. As a result the current account deficit was 
anticipated to be USS625 million lower than in 1984/85 (3.2 percent of 
GDP). With a moderate downward adjustment in net capital inflows, the 
authorities expected the overall external surplus to be USS280 million. 
These improvements did not reflect possible additional benefits from 
lower world petroleum prices (see below). Despite the forecast for 
higher current account receipts, the debt service ratio would still 
rise to 20.8 percent (Appendix III, Table 6). 

The staff expressed the view in December that the authorities' 
external sector pro,jections were optimistic in certain respects. Most 
of the export Erowth over the July-October 1985 period was in cotton 
lint CUSS135 million) and cotton product exports CUSS68 million), 
reflecting in large part better cotton supplies due to the bumper 1984185 
crop. These exports had been exceptionally low in the same period of 
1983/84 due to the poor crop. Rice exports were 7 percent lower. 
Excludiq these three categories, all other exports recorded an expansion 
of onlv 6 percent or lJSS22 million. Thus, the forecast of a 20 percent 
increase for these latter items appeared doubtful. In the area of 
imnorts, the official forecast does not provide for any increase in 
private sector imports nor does it accommodate the expansion in capital 

q'oods imports implied bv the large increase planned for ADP expenditures. 
As regards remittances, monthly inflows from Middle Eastern countries, 
which account for four fifths of total remittances, were only 1 percent 
higher over the first four months of the year: thus the higher revised 
growth rate may he difficult to sustain. Moreover, the authorities' 
forecast increase in workers' remittances is actually larger than 
implied in their estimate since workers abroad are also expected to 
make substantial purchases of foreign exchan,ye certificates. Taking 
these reservations into consideration, the staff's evaluation was 
that the current account deficit could be US$250-300 million larger 
than projected bv the authorities. Moreover, the official estimates 
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for capital inflows also appear optimistic desDite the downward revision 
in December and are not supported bv the level of actual capital inflows 
over the first three months of the year. Considering the historical 
pattern of a shortfall of 15-20 percent from official forecasts for 
project aid and that negotiations pertaining to certain sectoral lendinE 
by the World Rank are proceeding more slowly than anticipated, the staff 
assessment in December was that the overall external position could show 

a deficit of USS200-250 million. The staff indicated that as constraining 
imports through quantitative restrictions wollld have implications for 
economic activity and efficient resource allocation, circumstances called 
for the adoption of strong adjustment measures. These would aim at 

hoostinq exports and at containing imports through appropriate exchange 

rate and demand management policies. 

The authorities' and staff balance of payments assessments were made 
before the weakening of petroleum prices in February 1986. The staff 
estimates that if Pakistan were able to henefit fullv over the balance 
of 1985/86 from lower petroleum prices (as reflected in the current WE0 
base line scenario), l/ a savings in oil import payments of about lJSS140 
million could result.- These savine;s, however, might be offset to some 
extent by lower workers' remittances and export receipts from the oil 
exporting countries of the region. 

In December the staff also expressed concern that an external 
deficit would need to he financed through expanded short-term commercial 
borrowing, as a further drawdown of reserves did not seem possible. 
Moreover, the increased inflows from foreie;n exchange certificates would 
involve an expansion in a hip;hlv liquid potential claim on reserves 
making such assets vulnerable to shifts in confidence. Pakistan's 
reserves continued to fall in the first few weeks of 1985/86, but bee;an 
to rise in late August after the allthorities introduced the policy of 
attracting short-term deposits from nonresident commercial banks. These 
deposits amounted to USS300 million at end-November and more than 
accounted for the increase in reserves over the first five months of 

the vear. Excluding these inflows, reserves declined. If for the year 
as a whole the balance of payments were to show a deficit of USS200-250 
million, and after meeting repurchases to the Fund, reserves would he 
less than two weeks of imports. With the full benefit from lower oil 
prices, the lower overall deficit would leave reserves at over three 
weeks' imports. 

The Pakistan representatives explained that foreign currency 
deposits and bearer certificates were being used mainly to build up 

the cross foreim asset Dosition. Such short-term financing was not 
viewed as a solution to the external asset situation, hllt rather as a 
transitional measure pending implementation of appropriate corrective 
policies. The authorities said that they intended to continue the 
cautious external debt policv, so as to limit short-term borrowing;, 

11 Marker crude oil at TJS$20 per harrel. Pakistan imports ahout 
47-million barrels of crude netroleum and products per year. 
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particularly on commercial terms, and to contain debt service payments 

within manaqeahle levels. As for the official balance of oavments pro- 
.iections, while these miRht prove to be optimistic in certain instances, 
the allthorities helieved that they were generalLy appropriate. The 
tar,qeted increase in manufactured exports was high, hut efforts were 
tInderway to facilitate its achievement. Apart from countertrade 
proposals, these efforts included the activities of the export action 

groups responsible for reducing; re,qulatorv constraints on exports and 
developing new foreign markets, the April 1985 expansion of export 
sllhsidies, and the real depreciation of the rupee since February 1985. 
While it was still too early to .judg;e the effectiveness of these 

mea.sllres, the authorities intended to pursue a flexible exchange rate 
policy. Additionally while the capital inflows forecast was hie;h, some 

imports would not he rlndertaken if these inflows did not occur. 

For the medium term, the authorities envisioned overall external 
sllrr,lrlses averacing IJSS115 million during the 1986/87-1989/90 period. 
Thev were tarcetinq at containing the current account deficit to 2 per- 
cent of the GNP, and approximately sustaining a level of qross official 
reserves equivalent to five weeks of imports (Appendix III, Table 7). 
The realization of these targets was predicated on an annual export 
growth of lo-13 percent and annual net capital inflows from foreign 
et-ants and concessional loans of ahout USS1.l billion. The imnort 
growth rate was forecast to rise from 1 percent in 1986/87 to 6 percent 
in the later years, and a moderately dec1inin.E level. of remittances was 
also expected. As on previous occasions, the Pakistan representatives 
underlined the difficulties of undertaking Quantified medillrn-term 

forecasts, as compared with qualitative assessments, and continued to 
view their medium-term forecasts as indicative targets for which policv 

measures would be needed. The staff commented that, even allowing for 
the fact that medium-term projections were necessarilv suhiect to wide 
margins of error, external. sector and demand management policies would 
require substantial strengthening in order to achieve the authorities' 
targets and contain an increase in the deht service ratio. 

The authorities' forecasts did not incorporate assumntions reqarflina 
a lowering of world oil prices. If the authorities' forecast of oil 
imports were to be adjusted to reflect the petroleum price assumptions 
utilized for the cllrrent Ml) base line scenario, import paynents would 
he ahollt lJSS950 million Lower over the four-vear period. However, as 
noted above such savings could he offset to some extent hv lower workers' 
remittances fron and exports to oil exporting: countries. 

To examine the sensitivity of the medium-term forecasts to different 
assumnt ions, the staff has calculated a number of scenarios hased on 
(1) the staff's assessment of the 1ikel.v olltcome for lq85/86; (2) a 
target of raisin,g cross ofEicia1 reserves (excludinc: nonresident com- 
mercial bank deposits) to two months' imports hy end-1987188, and holding 

at that level For the halance of the period; (3) the assrlmption that 

e;rnss long-tern capital inflows rise moderately by 4 percent per annum, 

which is the average growth rate of recent years; and (4) the cllrrent 



WE0 base line assumptions regarding petroleum prices. These calculations 
show that if a financin,q gap is to be avoided, while annually non-oil 
imports are assumed to rise by 5 percent and remittances to fall by 2 
percent, exports would need to rise on average by 16 percent. As such 
export performance would appear difficult to achieve over a medium-term 
period, an alternate scenario could he to assume export growth of 8 per- 
cent. On this hasis, unfinanced gaps would emerg;e in the balance of 
payments for the next four years totaling nearly USS4 hillion. A more 
optimistic scenario based on export and non-oil import growth of 10 per- 
cent and 3 percent, respectively, and only a 1 percent annual decline 
in remittances, suggests that the uncovered financing gap would fall to 
under USS2 hillion. Under the latter two scenarios, a large part of 
the financing Rap occurs in 1986187. These scenarios suae;est that with 
unchanged policies and moderatelv rising external assistance inflows, 
Pakistan's medium-term external financing requirement could he substan- 
tial despite lower world petroleum prices. To avoid such large recourse 
to external borrowing, early implementation of external and demand manaRe- 
ment adjustment measures are needed. Without such measures, it would he 
difficult for the authorities to maintain their traditionally cautious 
approach to external horrowing. 

s. The exchange and trade system 

The Pakistan representatives stated that exchange rate manae;enent 
was directed toward enhancing export competitiveness and has been guided 
by the use of a number of currencv baskets, including; a basket covering 
the currencies of six larce industrial countries. Although in 1984 and 
early 1985 some real appreciation of the rupee a,gainst various European 
currencies had been difficult to avoid, since February 1985 the rupee 
had been allowed to depreciate by nearly 18 percent in real terms against 
the industrial countries' basket in order to benefit export performance 
(Chart 3). However, exchange rate action could not deal with the recent 
substantial weakenin,? of international commodity prices and its concomi- 
tant effect on some of Pakistan's manufactured exports. Under these 
circumstances, incentives covering specific export items had to he 
combined with exchange rate adjustment. Nevertheless, the question of 
the desirability of export subsidies would remain under review. The 
staff commented that export suhsidies benefited specific items and did 
not provide an across-the-board enhancement of export incentives. As the 
authorities recoqnized, with the stae;nation and decline in remittances, 
Pakistan must pursue an export-led growth strategy, and to achieve this 
a substantiallv improved export competitiveness was needed. The adequacy 
of the exchange rate level should be assessed on the basis of the under- 
lying balance of pavments position. In addition to employing a basket 
more responsive to export competitiveness requirements, rate movements 
should also he e;uided bv net foreign asset and export growth. While con- 
trihuting; to a restoration of competitiveness, more flexihility would 
also assist in restraining import demand. 
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Substantive changes in the exchan,qe system were introduced in 
Au,qust 1985. To encourage inflows of foreign currency deposits, Pakistan 
nationals were permitted to maintain foreign currency accollnts for a 
period of three years, rather than six months, from the date of their 
t-e turn hone. In addition, as noted, commercial hanks were permitted to 

accent foreign crirrency deposits of not less than IJSSLr) million and a 
matlirity of at least one vear from nonresident financial institrltions. 
Finallv, lar,cely for the nrlrpose of attractinq savings from overseas 
Pakistanis, foreign eschanqe hearer certificates were introduced. The 
certificates , which are issued onlv against foreign exchange hut denomi- 
nated in rripees, mav he freely taken in and nllt of the colIntry and may 

be encashed at anv time in Pakistan runees or in foreign exchange at the 
current exchaqe rate. Since these certificates mav he freely encashed 

in foreian exchange hv residents, thev have narrowed the effectiveness 
of exchange controls for private cllrrent payments and capital trans- 
act ions. 1/ The staff indicated its concern ahout the scheme’s provision 
for encashment at anv time at the cllrrent exchange rate, as this could 
place a slIdden pressrlre on reserves as a result of an Anticipation of 

a depreciation of the currency. The staff also explained that these 

certificates could llnrler certain circumstances give rise to a multiple 

currency practice. The Pakistan representatives stated that to the 

extent a secondary market in these certificates developed, this was 
entirely autonomous and without any official sanction or encouraqenent. 
They indicated that data on effective exchange rates for market trans- 
actions in these certificates were not presently available. 

Bilateral pavnents agreements with three Fllnd memhers (China, 
Hllngarv, and the Islamic Republic of Iran) continue to be in effect. 
The agreement with China is heinS phased down with most trade now being 
conducted on a cash basis; the barter agreement with Hllnqarv was extended 
by two years from the date of expiration in Varch 1985: and the agreement 
with the Islamic Repllhlic of Iran is being renewed annually. These three 
arranqenents had not been aoproved, and the mission llrged that they be 
terminated as soon as possible. 

Limited chances were introduced in the import system throuqh the 
1985/86 Import Policv Order (IPO). Three items were removed from the 
negative imports list, hilt of these, two were pllt on the restricted 
list, and a value ceiling for permitted machinery imports was raised. 
There was a presentational recasting of the restricted lists in the 
IPO with the merger i.nto one restricted list of the three restricted 
li.sts worked ollt under the extended arrangement 21 and the former 
intllls trv-specif ic nosit ive lists. Reearding countertrade arrangements, 
the representatives indicated that no a,qreements had as vet heen signed, 

hiIt anv arraqqenents wollld he carried orlt in the framework of the import 
and expnrt policy orders. While the authorities preferred to avoid srlch 

arranqements, under some circumstances thev were considererl helpful in 

pt-nmot inr: exports. It was not the intention to inclllrle in such arranp;e- 
ments Featllt-es that involved restrictions on current payments. 

l/ Imports continlle to he sub.iect to licensing. - 
21 Cnvcrninq consIrner ponds suhiect to quantitative restrictions, 

imports from tied snllrces, and items importable hv the public sector. 
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The staff observed that the import regime continued to be restric- 
tive and complex, and this year's changes represented only limited 
progress toward simplification. The new restricted list was extensive, 
and both the negative and restricted lists were too long; and difficult 
to use. Although the weak external position made further liberalisation 
difficult, it was important that early progress he made. The representa- 
tives explained that since the adoption of the negative list system, 
they had not received complaints from the private sector regarding the 
import system. As a general practice, suitable suggestions from private 
and public sector agencies were incorporated into each annual policy 
order. 

IV. Staff Appraisal 

Pakistan's economic performance in the early 1980s was characterized 
by a qood Erowth performance, declining rates of inflation, and improving 
balance of payments. These favorable trends were facilitated by the 
implementation of important structural reforms, an appropriate demand 
mana,sement stance, and a prudent external borrowing policy. In 1984/85 
the economv rehounded from the setback caused by the weather-induced 
decline in agricultural output, and a continuation of high growth is 
forecast for 1985186. A notable development in the economy was the more 
than tripline; of petroleum production since 1982183 to the equivalent 
of ahout one third of domestic consumption. This gain reflects the 
improvements in petroleum producer pricing and institutional measures 
introduced in recent vears. Consumer energy prices have also been 
adjusted substantially. 

Apart from the energy sector, however, the pace of price rationa- 
lization has lagged. While depressed world commodity prices have 
contributed to the difficulties of increasing; domestic output prices, 
and therefore input charg;es, exchange rate policv has also constrained 
the scope for agricultural price adjustments. In manufacturing, the 
price framework adopted for the products of Pakistan's new steel mill 
will entail new export suhsidization. The staff believes that the 
authorities should intensify their efforts at price adjustment generally 
in the economy, keeping in view the key role played by the exchanp;e 
rate in linking domestic and international prices. An active exchange 
rate policv with full pass through to domestic prices is a prerequisite 
for further proqress in stimulating output and reducing subsidies. For 
some important consumer qoods, such as wheat and edible oils, the issues 
of pricing and subsidisation are bein.q examined by a recently appointed 
government commission, and it is to be hoped that the authorities will 
find it possihle to implement substantive actions in these areas. 

Pakistan's hiqh real e;rowth of recent vears has been possihle 
despite relatively low levels of age;reeate investment and savings, hut 
clearly this is an unsustainahle situation in the long run. These low 
investment and savings levels have reflected in lar,?e part structural 
weaknesses in public finances. Refore 1984185, rapid growth of current 



expenditure , an inelas t ic tax system, and the objective of conta ining 
the overall hudqet defici.t combined to necessitate a compression of 
development spendi.ng. Despite this, there emerged a rapid expansion 
of the hudqet’s reliance on private savings in order to limit government 
bank borrowing. In 1984/M, with the objective of increasing public 
inves tnent , the compression of development spending; was eased, but 
dlle to a weak resollrce mobilization effort, the overall deficit rose 
bv ahout 50 percent and was accompanied bv a trip1in.q of domestic hank 
horrowinq. For the current year, a flrrther large increase in investment 

spending is envisioned, hut the authorities are also seeking to avoid 
anv recourse to the domestic hanks. To permit this, with only limited 
net new revenlle for the hudqet, the strateqv is to contain current 
outlavs and undertake very large expansions in external and domestic 
private horrowinq. 
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In the absence of additional supnortirq policy measures, the staff 
helieves that revenue shortfalls are likelv to emerge, while current 
expenditures, as in the past, might wel.1 exceed the budqeted level. A 
substantial resource gap is estimated without taking into consideration 
possible shortfalls in external and nonhank domestic horrowing which 

have heen targeted at levels that may he difficult to achieve. IJnde r 
these circumstances , new nolicv measllres should he implemented without 
delav in the current fiscal year to ,qenerate incremental resources for 
the hudqet and to contain the growth of spending. While it may he too 

late in the vear to prenare and implement tax measures which could have 
mulch impact, pricin? and suhsidv redrlctinn measures could offer some 
assistance and mav need to be accompanied bv reductions in development 

spending;. Without such efforts, the targeted decrease in the overall 
deficit/GDP ratio is not likelv to materialize, and larg;e hudqetarv 
reliance on domes tic bank borrowing will hecome unavoidable. For 
1986/87 the authorities will need to implement measures aimed at a 
considerable strengtheninp of fiscal performance in order to lower 
substantially the overall. deficit ratio. In addition to nricing and 
exnendi ture control measures, the authorities will need to implement 

major new tax measures directed at increasing the elasticity of the 
tax svstem and raising; quick.ly the tax to GDP ratio. These should 

include, inter alia, broadening of the hase of the existing Sal-es tax 
bv eliminating the hulk of exemptions. Srlch measures would also con- 
trihrlte to reducing the hudqet’s dependence on private savings, which 

should assist in raising orivate investment, and to achieving the 
increases in ptlhlic sector savings needed to permit the desired higher 
level of investment overall in the economv. 

In 1984/85, with 1arTe horrowinq for the bud,qet, credit ,qrowth rose 
sharplv, hut as this pressure from domestic demand was essenti.allv vented 
through the halance of pavments, Pakistan’s monetarv prowth rate remained 
low and nrice performance was not adverselv affected. For 1985186 such 
a release of domestic pressures is not feasible given the weak reserves 
position. T~IIS an anpronriate approach to demand management will depend 
critically on the Government’s avoidin,q sllhstantial recrotlrse to the 
domestic hanks for the hlldFet, containin? the growth of credit to the 
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nongovernment sector to the planned levels, and ensuring that the 
envisioned contraction in commodity financing materialises. This con- 
traction is needed to neutralize the large expansion of credit to the 
private sector which was permitted to finance purchases of Special 
National Fund bonds. The task of demand management this year should be 
facilitated by the authorites' decision to permit substantial flexibility 
in rates of deposit and return under the Islamic financial system. 
This new flexibility for rates to reflect relative demands for available 
resources should assist the efficiency of the economy, the task of credit 
management, and the private domestic savings effort. The low overall 
savings and investment levels would also likely benefit from an acceler- 
ation in the pace of deregulation and price rationalization. 

Pakistan's external position deteriorated in 1984/85, largely 
because of declines in exports and remittances. While cotton supply 
difficulties and world commodity prices were factors contributing to 
the export decline, the deterioration extended beyond commodities and 
cotton textiles and included also a weak performance generally by 
manufactlired exports. To an important degree, these developments 
reflected the loss of export competitiveness due to the real apprecia- 
tion of the rupee in some periods of 1983-84. In recognition of the 
need to enhance competitiveness, the rupee was allowed to depreciate in 
real effective terms after Fehruary 1985, and in April export subsidies 
were expanded considerablv. The staff believes that the expanded 
reliance on subsidies to promote exports was not appropriate as this 
approach does not provide the broad incentives needed to expand the 
export base and represents an additional burden on the hudget. 

Over the early months of 1985186 a further real depreciation of 
the rupee has occurred as the rupee was allowed to move down with the 
U.S. dollar against other major world currencies. Exchange rate policy 
has thus moved toward supporting; the objective of enhancing export 
competitiveness, and this stance along with the two-year rebound in 
cotton production should generate a turnaround in export growth this 
year. The slide in remittances apparently halted early in the year, 
and the authorities are forecasting a sharp increase in capital inflows. 
It is doubtful, however, that these factors will combine to produce a 
sizable overall surplus in the halance of payments. Developments over 
the first several months of the vear do not support such an expectation. 
Although the recent decline in world oil prices will be of assistance, 
in the absence of flIrther policy measures, Pakistan's halance of pay- 
ments performance mav well remain weak necessitating short-term foreie;n 
borrowing in order to avert a further drawdown of reserves. These 
circumstances suqgest the need for greater reliance on an exchange 
rate policy quided hy the growth performance of exports, in particular 
manufactured exports, and the restoration of reserves. Such a policv 
approach would llndernin the authorities' intention of pursuing; an 
export-led growth strategv. 
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There is a need to exercise caution with respect to the expandin,q 
reliance on external short-term horrowinq. The foreign exchange certifi- 
cates scheme involves the llse of liquid claims on reserves and could 
limit the scope for taking exchange rate action becallse of the possihLe 
effects on encashment decisions. Moreover, these certificates and non- 
resident commercial bank deposits constitute high-cost financing with 
nossihle troub1in.q implications for deht service. Pakistan has tradi- 
tionallv pursued a cautious external borrowing policv and has so far 
succeeded in maintaining a relativelv low external debt service ratio. 
In this context, it would be prudent to consider the recent exDanded 
borrowings as merelv a temporary exnedient desi,qned to give the authori- 
ties some time to implement effective nolicies for improving balance 
of payments performance. The outlook for the second half of the 1980s 
indicates that in order to ensure halance of payments viability over 
the medium term, a substantial and timely strengthening of adjustment 
efforts is necessarv. 

The recent substantive chanP;es in the exchange and trade svstem 
have focused on inducing foreign exchanqe inflows, while the intro- 
drlction of foreign exchange certificates has also resulted in an effec- 
tive easing; of exchange controls for private current pavments and 
capital transactions. In the imnort system there was a presentational 
recasting of the restricted lists, hut only limited liberalization. 
While further progress toward import system reform apnears to be diffi- 
cult in current circumstances, it is to he hoped that the adoption of 
apnronriate external sector policies will allow an earlv resumption of 
nrowess in this area. Pakistan maintains hilateral payments arrange- 
ments with three Fllnd memhers that are sub.ject to Fund approval under 
Article VIII. The staff is not recommending their apuroval. The staff 
will seek to ohtain information on the effective spreads involved in 
the hearer certificate scheme when it becomes available. Other exchange 
restrictions are maintained hy Pakistan under the transitional arrange- 
ments of Article XIV. 

It is recommended that the next Article IV consultation with 
Pakistan he held on a standard 12-month cycle. 
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V. Proposed Decision 

The following draft decision is proposed for adoption hy the 
Executive Board: 

1. The Fund takes this decision relating to Pakistan's exchange 

measures subject to Article VIII, Section 2 and in conc1udin.q the 

1985 Article XIV consultation with Pakistan, in the light of the 

1985 Article IV consultation with Pakistan conducted under Decision 

No. 5392-(77/63), adopted April 29, 1977 (Surveillance over Exchange 

Rate Policies). 

2. Pakistan maintains restrictions on payments and transfers for 

current international transactions, including those maintained under 

the transitional arrancements of Article XIV, as described in W/86/51, 

and hilateral payments arrancements with three Fund memhers. The intro- 

duction of the foreign exchange hearer certificates has the indirect 

effect of easing; the restrictions on current payments. The Fund urges 

the authorities to elininate the hilateral nayments arrangements with 

Fund members as soon as possible, and take appropriate steps toward 

earlv removal of the remaining restrictions on the nakinp; of payments 

and transfers for current international transactions. 
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Pakistan - Fllnd Relations 

APPENDIX I 

(As of End-January 1986) 

I. Membership Status 

a. Date of membership July 1950 

b. Status Article XIV 

A. Financial Relations 

II. General Department (General Resources Account) 
Percent 

SDR Millions of Ouota 

a. Quota 546.3 

b. Total Fund holdings of rupees 1,640.2 

C. Fund credit 1,093.9 200.2 
Credit tranches 7.9 1.4 
Extended Fund facility 523.3 95.8 
Suuplementarv Fund facility 427.6 78.3 
Compensatory financing facility 135.2 24.7 

d. Qeserve tranche position -- 

IIT. TJse of F\Ind Resources 

300.2 

a. Previous stand-hy and extended arrancements 

(1) 1980/81-1982183 extended arrangement 

(i) Duration: three vears heqinninq Novemher 1980 
(ii) Amount: SDR 1,268 million 

(iii) Utilization: SDR 1,079 million (55 percent) 

(2) 1977178 stand-hy arrangement 

(i) Duration: one vear heginninq March 1977 
(ii) Amount: SDR 81) million 

(iii) Utilization: 100 percent 

b. Special facilities 

(1) Compensatorv financing facility 

(i) Approved: August 2, 1982 
(ii) Amount: SDR 180 million 



- 26 - APPENDIX I 

C. Reserve tranche 

(i) Fully drawn on Julv 25-26, 1985 
(ii) Amorlnt: SDR 88.57 million 

(iii) lltilization: 100 percent 

IV. SDF! DeDartment 

a. Net clImul;ltive allocation: SDR 

h. Holdings: SDR 17.8 million, or 
tive allocations 

V. Administered Accounts 

169.99 million 

ln.47 percent of net cumula- 

a. Trllst Fund 

(i) Disbursed: SDR 229.65 million 
(ii) Outstanding: SDR 115.12 million 

b. SFF Subsidy Account 

(i) Pavments by the Fund: SDR 55.94 million 

VI. Overdue obligations 

R. Nonfinancial Relations 

VIII. Exchange System 

With effect from Januarv 8, 1982, the rupee ceased to be pegged 
to the U.S. dollar, and Pakistan introduced a managed floating exchange 
rate system hased on currencv baskets, with the 1J.S. dollar continuing 
to he the intervention currencv. As of Febrllary 15, 1986 the exchange 
rate was PRs 15.98 per lJ.S. dollar. Pakistan maintains restrictions 
on Davnents and transfers for current international transactions. 

IX. I,ast Article IV Consultation 

The last Article IV consultation discussions were held in Islamabad 
during August 26-30, 1984 and December l-2, 1984. The staff report 
(S~/85/29, SII~. 1 and Cors. 1 and 2) was discussed by the Executive 
Board on Februarv 27, 1985 (SUR/85/23). The Executive Board's decision 
[Decision No. 7918-(85/31)], adopted on Fehruarv 27, 1985 was as follows: 

1. The Fund takes this decision relating to Pakistan's exchange 
measllres sub,ject to Article VIII, Section 2(a), in concluding the 1984 
Article XIV consultation with Pakistan, and in the light of the 1984 
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Article IV consultation with Pakistan conducted under Decision No. 5392- 
(77/63), adonted April 29, 1977 (Surveillance over Exchange Rate 
Policies). 

2. .4s described in SM/85/31, Pakistan has relaxed certain 
restrictions on pavments for current invisihle transactions. The Fund 
Ilrqes that the authorities remove the restrictive features of the three 
hilateral pavments arrangements with Fund memhers and encourages the 
authorities to remove the remaininri restrictions on the making of payments 
and transfers for current international transactions as soon as nossihle. 

Pakistan is on the standard 12-month cvcle. 

s. Technical Assistance 

a. The Fiscal Affairs Department has provided technical assistance 
to the Government of Pakistan on reform of the indirect taxation (April 
1981). 

h. The Rureall of Statistics has provided technical assistance to 
the State Bank of Pakistan on price index methodologies (July 1983) and 
on halance of pavments statistics (December 1983 and AuP;ust 1984). 

C. The Bureau of Computing Services has provided technical 
assistance to the Yinistry of Finance on development of a computer based 
data management system (March 1984). 
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Pakistan--Relations with the World Bank Group 

The LJorld Bank Group in recent years has been involved in most 
sectors of the Pakistan economy. Before 1982 the Croup's financial 
assistance was mostlv in the form of project lending. However, under 
the Structural Adjustsment Loan (SAL I) of May 1982, the Bank Group also 
provided balance of payments financing to support structrlral reform 
policies at the time of the extended arrangement with the Fund (1980/81- 
1982183). 

The nolicy focus of SAL I (1982) include? a number of institutional 
reforms, mostlv in investment planning, agriclllture, and ener,gv. In 
planning, the Bank staff assisted in the reorientation of the develop- 
ment pro,gram toward the priority sectors of agriculture, irri,gation, 
and energv and the reconciliation of investment snending plans with 
available financial resources. In the agricultural sector, the Rank 
helped establish the Agricultural Prices Commission in order to improve 
the quality, timing, and flexibility of pricing decisions. With regard 
to specific pricing policies, targets were established to eliminate 
gradually the suhsidization of agricultural inputs in order to release 
domestic resources for the prioritv investment programs. This effort 
incorporated the target of eliminating budgetary fertilizer subsidies 
by mid-1985, and gradually increasing irrigation water char.ges in order 
that receipts from this source cover fully the costs of the operation 
and maintenance of the irrigation system hv about the early 1990s. 

In the energy sector, the Bank Group supported institutional and 
producer pricing reforms in order to accelerate the pace of exploration 
and development of energy resources. For petroleum, this included the 
initiative of linking producer prices for older fields to international 
equivalents, less a discount; these efforts continued subseqllently so 
that hv 1983/84 nroducer prices for all fields were hroadly in line with 
international levels. With regard to natural gas production, the SAL 
assisted in the undertaking of develoning and identifving the finance 
for an investment nrogram for Pakistan's largest gas field (Slli) and 
in estahlishing natural ,gas nroducer prices that made the investment 
pro,gram financially attractive. In the area of consumer energy prices, 
the Bank Croup's objectives sunnorted the efforts under the extended 
arrangement to bring domestic user prices for Detroleum products 
generally into line with international eqllivalents, while for natural 
gas a program was worked ollt to move consumer prices to two thirds of 
the international equivalent hv mid-1988. 

The SAL reform effort in the industrial public enterprise sector 
included a program entailing a performance evaluation system for indi- 
vidual firms and financial incentives to reward efficient management. 
The phased implementation of this program was completed in 1983184. 
An additional policv area targeted llnder the SAL was the reform of the 
tariff system. Here, the Bank provided financial assistance for a study 
of the effective tariff nrotection system which was to he rlsed as the 
basis for a comprehensive tariff reform. 



- 29 - APPENDIX II 

Since SAL I, the Bank croltp's financial assistance has heen chan- 
neled throrl,gh proiect loans and one sector lending: operation. Post-SAL 
lending commitments totaled some lVS1,358.3 million over the 1983-85 
period of which over 80 nercent was in the form of project-lendin% 
and the balance in the form of an energv sector loan. L/ Among the 
project loans carrvinE policv objectives were an Tndllstial Investment 
Loan Credit (1984), the Second Small Industries Project (1984), the 
Fourth and Fifth Water and Power Develonment Allthority (WAPDA) Power 
(Transmission) Projects (1985), the second Toot Oil and Gas Project 
(t984), the Petrolellm Exploration Pt-oiect (1984), and the Petroleum 
Resotlrces .Toint Venture Loan (1985). The first two of these project 
loans were directed at supporting the nolicv of greater private sector 
involvement in indllstry through providing foreign exchange resources 
to individllal firms via the domestic development financial institutions. 
The two WAPDA loans focused on a national power plan and electricity 

tariffs. The second Toot loan addressed producer pricing and self- 
financing of the puhl.ic sector nil and Gas Pevelopment Corporation. 
The Petrolellm Exploration and the Petroleum Resources Joint-venture 
loans sotIght to promote greater investments through joint ventures 
with foreign private investors and addressed isslles of oil and ,gas 
pricing. 

The Energy Sector T,oan (1985) had as its maior policv objective 
the continuation of price and investment program rationalization in 
the energv sectnr. This included a continued emphasis on the target 
of raising domestic gas user prices to two thirds of the international 
equivalent hv mid-1988 and a new policy ohiective for natural gas 
Droducer pricing. In this latter regard, a policv was introduced 
1inkin.g natural gas producer prices to two thirds of the international 
equivalents less a discount for a11 new concessions granted after 
September 1985. Pioreover, a strengthening of electric power pricing 
policies was also included hv directly linking electricitv prices to 
self-financing of a quantifier! capital investment program. More 
specifically, in conillnction with the Follrth WAPD.4 loan, the Energv 
Sector Loan nrovided that electricitv prices he adjusted so that self- 
financing hv WAPDA cover 40 percent of the snecified investment level. 

In 1986 the focus of the Rank crorlp's project lendinq is on 
telE!CommtJniCatiOnS, industrial and agricultural credit, edllcation and 
Ilrhan devel opment, while in the area of sectoral lending, emphasis is 
being placed on agriculture and esport promotion. 

l/ As of Septemher 1985, the GroIlp's ongoing financial operations in 

Pakistan of I:SSl.c) hillion (on a cnmnitment hasis) evidenced a broad 
sectoral distrihlltion (see attached table). 
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Pakistan - Financial Relations with the World Rank Group 

(In millions of 1J.S. dollars) 

IRRD/IDA lending operations l/ 
Fullv disbursed operations-2/ - 

Ongoing operations A/ 
Agricultural and rural 

development 
Erllication 
Power and utilities 
Transportation 
Industrv 
Population 
Energy 
Other 4/ - 

Total l! - 

Repayments 

Total now held hy IRRD/IDA 51 - 

IFC investments 61 - 

IRRD 
Third 
Window 

781.4 -- 

718.2 

32.0 1.001.6 1,815.O 

10.0 

20.2 
-- 

200.0 
-- 

140.5 
-- 

357.5 
-- 

10.0 6X9.6 719.8 
-- 87.5 x7.5 
-- 86.0 286.0 
-- 100.0 1OO.O 
-- 207.0 347.5 
-- 18.0 18.0 
-- -- 357.5 
-- 14.0 14.0 

1,499.6 42.0 

501.1 4.6 

998.5 37.4 

-- 
- 

-- 
- 

IDA Total 

1,202.l 

2,203.7 3,745.3 

44.3 

1,930.3 

550.0 

2,159.4 3,195.3 

-- 60.06 

Source: World Rank. 

l/ Loans and credits as of September 30, 1985. 
?/ Ninety-eight loans and credits fully disbursed. Excludes the rlis- 

huTsed portion of loans and credits wholly or partlv for projects in 
former East Pakistan which have now been taken over bv Ranqladesh. Also 
excludes amounts which have been cancelled. 

3/ Includes one IRRD loan of USSlOO.0 million and two IDA credits 
amountin,q to JJSSR7.0 million that were approved bv the Roard hut are not 
vet effective. 

41 Includes two technical assistance proiects. 
51 Prior to exchange adiustments. 
h/ As of September 30, 1985. Gross commitment less cancellation, 

te%ninations, repayments, and sales held by IFC. 
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Table 2. Pakistan: National Product and Expenditures, 1981182-1985 

(In percent) 

Official Prova 
Proj. Actua. 

1981182 1982183 1983184 1984185 

Real growth rates 
GDP (at factor costs) 
Agriculture 
Manufacturing 
Consumption 
Gross domestic fixed capital 

formation (GDFCF) 
GNP at market prices 

GDP growth at current market 
prices 

GDP deflator change (at 
market prices) 

Consumer prices change 
Annual average 
Year end 

Ra:ios 11 
Consumption/GNP 
Gross domestic 

investment/GNP 
Of which: GDFCF/GNP 

Net exports of goods 
and services/GNP 

Gross national sav%ngs/GNP 
Gross domestic savings/GNP 

6.6 6.2 3.4 8.5 8.4 
3.7 3.6 -6.3 10.2 9.9 

13.7 9.2 8.0 9.2 8.6 
3.3 3.6 6.1 7.8 8.3 

13.1 14.4 5.9 12.2 12.5 
4.2 7.9 4.4 8.2 7.3 

13.9 13.3 14.5 15.6 

9.0 6.0 9.7 6.6 

10.0 4.5 8.3 6.6 
7.1 6.6 7.1 . . . 

88.5 85.4 87.2 86.7 

16.3 16.4 15.8 16.0 
(14.3) (14.3) (14.0) (14.3) 

-4.8 -1.8 -3.1 -2.7 
11.5 14.6 12.7 13.3 

5.2 6.7 5.1 6.0 

14.; 

5.t 

7. 
7. 

88. 

(2: 

-5. 
11. 

4. 

Source : Ministry of Planning and Development. 

t/ Calculated from current price data. - 
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Table 3. Pakistan: Summary of Public Finance, 1981/82-1985/86 

Budget 

Official Official 
Budget Revised Revised 

PI-OV. Estimate Estimate Estimate 
Actual Estimate Actuals June 1985 Sept. 1985 Dec. 1985 1981/82 1982/83 1983184 1984185 1984185 

1985/86 1985/86 1985/86 

'enue 51.9 59.2 72.3 80.0 
ax 43.0 

77.8 92.5 
49.0 58.2 63.9 60.7 73.4 

:ontax 8.9 10.2 14.1 16.1 17.1 19.1 

plus of autonomous 
bodies 

enditure 
~"rrent 
levelopment 

1.9 2.3 - - 

71.0 87.1 
46.4 59.7 
24.6 27.4 

2.6 - 

100.0 
74.4 
25.5 

2.6 1.9 - - 

109.9 117.6 
78.1 85.7 
31.8 31.9 

lending and equity 
participation - -- -- 

Overall deficit(-) -17.2 -25.7 -25.1 -27.3 -37.8 

ancirrg 17.2 25.7 
xternal (net) 5.3 5.2 
omestic nonbank 6.3 14.4 
enking system 5.5 6.1 

25.1 27.3 37.8 36.5 39.0 
5.0 6.8 6.0 18.8 16.9 

12.2 14.7 13.0 17.7 22.1 
7.9 5.8 18.7 -- -- 

orandum items: 
omestic bank financing 

Budgetary support 
Commodity operations 

6.6 9.7 
5.5 6.1 
1.0 3.6 

5.6 18.0 
5.8 18.7 

-0.2 -0.7 

UP at current market 
prices 322.8 365.8 

6.6 
7.9 

-1.3 

418.8 485.2 478.3 

otal revenue 
Of which: 

Tax revenue 
xpenditure 

Current 
Development 

verall deficit 
xternal financing (net) 
omestic nonbank 
omestic bank financing 

Of which: 
Budgetary support 

90.0 89.0 
70.9 70.9 
19.1 18.9 

4.8 - 

135.9 
97.9 
38.0 

4.8 - 

135.9 
97.9 
38.0 

4.8 - 

131.9 
94.0 
37.9 

-2.0 11 -2.0 11 

-36.5 -39.0 

-2.0 A/ 

-35.3 

35.3 
13.5 
22.3 
-0.5 

-0.2 - -- 
-0.2 

543.1 

-11.2 
-- 

-11.2 2/ 

-11.5 
-0.5 

-11.0 

543.1 543.1 

(As percent of GDP at current market prices) 

16.1 16.2 17.3 16.5 16.3 17.0 16.6 16.5 

(13.3) (13.4) (13.9) (13.2) (12.7) (13.5) (13.1) (13.0) 
22.0 23.8 23.9 22.6 24.6 25.0 25.0 24.3 

(14.4) (16.3) (17.8) (16.1) (17.9) (18.0) (18.0) (17.3) 
(7.6) (7.5) (6.1) (6.6) (6.7) (7.0) (7-O) (7.0) 
5.3 7.0 6.0 5.6 7.9 6.7 7.2 6.5 
1.6 1.4 1.2 1.4 1.3 3.5 3.1 2.5 
2.0 3.9 2.9 3.0 2.7 3.3 4.1 4.1 
2.0 2.6 1.6 1.2 3.8 -- -2.1 -2.1 

(1.7) (1.7) (1.9) (l-2) (3.9) c--j (--I (-0.1) 

(In billions of Pakistan rupees) 

mrce: Ministry of Finance and Economic Affairs. 

/ Proceeds from sales of government shares in public enterprises. 
/ The proceeds from sales of Special National Fund bonds, which were financed by bank credit to private sector 
chasers totaling PRs 11 billion, was used to repay outstanding bank credit for commodity operations. Such credit is 

included within the definition of credit to Government for budgetary purposes. While inclusion of these proceeds 
Iin the Government's budget operations would be conceptually correct, such treatment would have resulted in 

reases of the Government's expenditure, overall deficit and domestic nonbank borrowing by PRs 11 billion, and would 
- distorted the comparability of the 1985/86 budget data with that of earlier years. 
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AFFELDIX III 

Table 4. Pakistan: Factors Affecting Changes in Money 
and Quasi-Money, 1981/82-1985186 l-1 

Official Prov. 
December 
Official 

Proj. Actual 
1981/82 1982J83 

July-December Proj. 
1983184 1984/85 1904185 1985186 1985/86 

Money and quasi-money 11.9 29.5 
Money 7.4 15.6 
Quasi-money 4.5 13.9 

Foreign assets (net) 

Domestic assets (net) 
Claims on Government (net) 

Budgetary support 
Commodity operations 
Government deposits 

with scheduled banks 
Zakat Fund deposits 

at SBP 
Claims on nongovernment 

sectors 
Claims on private 

sector 
Scheduled banks 
SBP credit to nonbank 

financial institutions 
(NBF~) 

Claims on public sector 
enterprises 

Counterpart funds 
Other items (net) 

(increase-) 

-5.3 - 

17.2 

(562) 
(1.1) 

(0.5) 

(-0.3) 

12.0 

10.0 

19.5 

(2:) 
(3.6) 

(0.1) 

(-0.6) 

14.9 

(9.0) 
17.41 

(10.9) 
19.91 

il.61 

(3.0) 
-- 

Il.01 

(4.0) 
-0.1 

-1.6 -4.5 -6.5 -2.5 

Money and quasi-money 
Money 
Quasi-money 
Domestic assets (net) 
Claims on Government (net) 21 
Claims on nongovernment 

sectors 21 
Claims on private sector 
Scheduled banks 2/ 
SBP credit to NBFI 
Claims on pubIfc sector 

enterprises 

Memorandum items: 

GDP (at current market 
prices) 

Velocity 

17.2 18.1 19.3 
6.9-l-l-r 14.8 
10.3 ,.. 4.5 

18.6 
. . . 
. . . 

-2.9 -2.6 -18.9 - I - 

20.1 20.7 38.2 
7.5 

- - 
5.6 la.4 

(7.9) (5.8) 
(-1.3) (-0.2) 

(1.4) 

(-0.5) 

18.8 

(15.5) 
113.71 

( 1 . . . 

( ) . . . 

17.6 

(18.7) 
(-0.7) 

(0.8) 

(-0.4) 

17.8 

11.8 9.6 
7.1 3.0 

4.7 6.6 

-6.5 0.5 - - 

18.3 9.1 
$28) -10.7 

(l-7) 
(-3.2) (-12.1) 

4.5 - 

14.1 
-iii-i 

c--j 
(-11.1) 

(13.6) (13.9) 
110.6) [11.8] 

(-0.2) (-0.1) 

(--I (-0.2) 

9.2 22.7 

(7.6) (22.8) 
[6-91 121.9) 

( ) . . . 

( ) . . . 

27.6 

(25.1) 
122.01 

ll-81 13.01 

(3.3) (4.0) 
0.3 -- 

i2.11 

(3.9) 
0.1 

2.0 

(0.81 LO.91 

(1.6) (-0.2) 
0.1) 

) -2.9 

i3.11 

(2.5) 
-- 

2.2j -2.5 

(Changes in percent) 

11.4 25.3 
10.0 19.3 
14.6 39.1 
16.8 16.3 
12.2 14.8 

11.8 11.1 11.8 7.2 5.3 10.2 
7.2 . . . 14.3 6.8 2.6 . . . 

20.9 . . . 7.5 7.8 10.3 . . . 
14.4 13.1 23.9 11.5 4.6 7.1 

20.0 20.7 
21.0 21.1 
19.6 22.2 
28.7 14.3 

17.7 19.7 

10.5 7.2 23.3 8.6 -11.0 (0.4) 11.4 (0.1) 

21.7 16.6 16.8 8.7 18.4 (9.4) 20.4 (11.4) 
24.8 17.4 17.8 9.7 24.8 (12.8) 27.2 (15.3) 
25.1 16.0 16.7 10.0 27.2 (13.6) 27.4 (13.7) 
22.3 30.6 21.3 8.2 7.9 26.4 

13.6 14.4 14.1 5.9 0.5 8.0 

13.9 13.3 14.5 15.6 14.2 ...... 13.6 
2.3 -9.6 2.4 4.0 2.1 ...... 3.3 

(In billions of Pakistan rupees) 

Source: State Bank of Pakistan. 

0 

LJ Data are on a fiscal year basis ending June 30. 
2/ Percentage changes in parentheses for July-December 1985 and for the 1985/86 forecast exclude the effect of 

the PRs 11 billion of bank financing of Special National Fund Bonds. 
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Table 5. Pakintan: Balance of Payments. 1981/82-1985/86 

(In millions of U.S. dollars) 

Official Official Official 
Projections PrOV. Proi. Proj. 

Original Revised Actual Dec. 1985 
1981/82 1982/83 1983/84 1984/85 

Sept. 1985 
1984185 1985186 1985/86 

Trade balance 
Exports. f.o.b. 

-3,450 -?,989 -3,324 
2,319 2.627 2.669 

-3,564 -),601 -3,587 -3,?01 
2,953 2,662 2.350 11 2,945 

(229) 
i:::; 

(279) (337) 
(380) (222) (365) 

(2,439) C...) (1,987) (2,371) 
-6,517 -6,263 -5,937 -6,146 

-710 -815 -820 - - 
1.176 1.076 I.003 

-825 -84 1 
1,075 I.045 

-1,900 -1,886 
(-429) (-429) 

-3,051) 
2,945 

(300) 
(343) 

(2,376) 
-5,995 

?,743 

(2,520) 

-u 

cotton lint 21 
Rice 2/ - 
Other-l: 

Imports,-i.o.b. 

(264) i303) i132) 
(391) (287) (422) 

(1,810) (2,105) (2.214) 
-5,769 -5,616 -5,993 

Services (net) 
Receipts 
Payments 
Of which: interest I/ 

Private transfers (net) 
Of which: workers’ 

remittances 

-546 -607 -714 
935 979 1,064 

-1,481 -1,586 -I ,778 
(-416) (-425) (-471) 

2,387 

(2.224) 

Current account balance -1,609 

Official transfers (net) 
Of which: refugee assistance 

Long-term capital (net) 
Project, food, and other 

commodity loans (net) 
Disbursements 
hmortization 

Other official (net) A/ 
Disbursements 
Amortization 

Private, net 

(:i:, 
- 

287 - 

179 

(671) 
(-492) 

(E, 

c--j 
83 

Short-term capital (net) 54 
Official (net) k/ T 
Foreign currency deposits /I 63 

Debt relief RI 258 
Principal - 204 
Inlerest 54 

Errors and omissions (including 
private short-term capital) 

Overall balance 

9 - 

-580 - 

Net foreign assets 

(increase-) 
Net “se of Fund credit 

Purchases 
Repurchases 

Other central and 
commercial banks (net) 

580 
374 

(505) 
(-131) 

206 

Memorandum items: 
Cross official reserves 9/ 809 

(in weeks of following-year’s 
imports, c.i.f.) (6.9) 

Current account deficit 
(as percent of GNP) 4.9 

Growth rates: 
Exports f.o.b. -17.1 
Imports f .o.b. 3.7 

Workers’ remittances 6. I 

2,618 

(2.400) 

-1,408 

-1;886 -1;896 -1;823 
(-447) (-457) (-462) 

3,092 2,785 2.632 

(2,805) (2,450) (2,446) 

-!,182 -1,631 -1,775 

(2.886) (2,737) 

-557 - -1,031 

330 - 
(200) 

659 - 

55D 

330 360 537 537 
(200) (55) (200) cm) 

327 296 
cii-i7) (155) 

83b 595 - - 

554 360 
(974) (880) 

(-420) C-520) 
194 170 

(194) (234) 
c--j C-64) 

88 65 

40 -7 
-25 -SOT 

273 102 

618 500 789 - - - 742 - 

(1.088) (1 
(l538) 

8 51 

I:::: 
101 

-(, 

501 332 

,039) (869) 
-538) (-537) 

16 5/ 
(...I (2;:) 
(... ) C-121) 

101 89 

680 

(1,262) 
(-582) 

(2% 
(-184) 

78 

558 
(1,140) 

(-582) 
106 

(290) 
c-184) 

78 

. . . - 
. . . 

-- 

. . . - 

. . . 
-- 

-77 
-31 
-46 

150 
Isn 

-- 

125 
175 
-50 

25 25 25 25 

z 57 Ta zc 
1 1 I I 

25 
-z 

. . . . . . - - 

-168 -658 - - 

168 658 
-90 -84 

c-1 c--j 

C-90) C-84) 

-34 - 
-- - 

-L,oo1 281 - 

L,oo1 -93 -281 
-84 -2x -??5 

(--I c--j c--j 

(-84) (-225) (-225) 

258 742 1,085 132 -56 

1,006 

(10.9) 

957 

(7.0) 

4.4 

-0.2 
4.3 

-10.5 

672 640 

(5.2) (4.9) 

1,028 lo/ 

(8.0) 

3.2 5.2 3.9 

10.7 
8.6 
2.5 

-12.0 25.3 
-0.9 3.5 

-10.6 -1.9 

3.2 

25.3 
1.0 
3.0 

35 28 
Ti 27 

4 I 

18 33 - - 

699 - -86 

-699 86 
426 --i-T 

(507) c--j 
(-81) (-15) 

-1.125 101 

1.910 1,732 

(15.2) (13.9) 

1.8 3.1 

13.3 1.6 
-2.1 6.7 
29.8 -5.2 

Source: Ministry of Finance and Economic Affairs. 

If Excludes outstanding export bills (USS125 million). 
?/ On a c.i.f. basis. 
31 Actual interest payments on debt outstandin): as of end-June of each year and interest rescheduled in 1981. 

For 1985/86, includes interest arising from new disbursements. 
41 Mainly commercial bank borrowing of over one-year maturity. 
?/ Includes commercial borrowing of less than one-year maturity, which is otherwise included in the entry 

“OFfirial (net)” under short-term capital. 
a/ Commercial bank and Islamic Development Bank borrowing of one-year maturity or less, and proceeds 

from sales of Foreign Exchange Bearer Certificaten CUSS125 million in the September forecast and USSl50 million 
in the December forecast). 

71 Nonbank fnreixn currency deposits. 
q/ Debt rescheduled in 1981. 
T/ Excludes gold. 

g/ Includes USS300 million of foreign currency deposits by nonresident commercial banks. 
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Table 6. Pakistan: Debt Service Payments, 1981/82-1989190 

Official Projections 
1981182 1982183 1983184 1984185 1985186 1986187 1987 /88 1988109 19n9/90 

A. Scheduled debt service 
Medium- and long-term 

debt 2! 
Principal 
Interest 

New medium- and long- 
term debt 

Principal 
Interest 

Use of Fund credit 21 
Repurchases 
Charges 

Short-term debt interest 4/ - 

B. Debt relief 
Principal 
Interest 

C. 

a 

Debt service payments 
Including use of Fund 

credit (A-B) 
Excluding use of Fund 

credit 

Debt service ratios 
Including use of Fund credit 
Excluding use of Fund credit 

Memorandum item: 
Current account receipts 

985 - 

723 
(492) 
(231) 

922 - 

711 
(420) 
(291) 

m 1,203 1,423 I/ 1,494 l/ 1,546 11 1,361 I/ 

932 991 1,069 1,087 1,195 1,077 
(593) (658) (766) (720) (829) (725) 
(339) (333) (303) (367) (366) (352) 

I/ 1,292 

1,036 
(696) 
(340) 

-- -- 

(--I c--j 
c--j C--J 

181 177 
(131) (81) 

(50) (96) 

81 34 

258 35 
204 zi 

54 4 

-- -- 
c---j c--j 
c--j c--j 

128 203 
(15) (84) 

(113) (119) 

18 9 

(11) 
99 

(12) 
(87) 

330 
(225) 
(105) 

9 

23 42 66 
(5) (6) (9) 

(18) (36) (57) 

375 300 209 
(292) (242) (171) 

(83) (58) (38) 

9 9 9 

28 25 25 
Ti z 7-z 

1 1 1 

10 9 9 
v ;r 9 

I -- -- 

727 887 

546 710 

1,050 1,178 1,398 1,484 1,537 1,352 

922 975 1,068 1,109 1,237 1,143 

(In percent of current account receipts) 

1,283 

1,135 

12.9 13.3 15.6 19.7 20.8 20.6 20.2 16.9 15.2 
9.7 10.7 13.7 16.3 15.9 15.4 16.3 14.3 13.5 

5,642 6,650 6,741 5,985 6,734 7,191 7,607 7,998 8,427 

(Ln millions of U.S. dollars) 

Sources: Ministry of Finance and Economic Affairs and IMF Treasurer’s Department. 

l/ Based on debt outstanding as of end-June 1985. 
?/ Includes Trust Fund. 
?/ Based on IMF Treasurer’s Department actual transactions data. 
‘i;/ Interest on commercial bank and Islamic Development Bank debt of one year or less; excludes interest on domestic bank 

monetary liabilities,foreign currency deposits, and foreign exchange bearer certificates. 
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Table 7. Pakistan: Official Balance of Payments 
Projections, 1985/8b-1989/90 

1985186 1986187 1987188 1988189 1989/90 

(In millions of U.S. dollars) 

Trade balance 
Exports, f.o.b. 

cotton lint L/ 
Rice l/ 
Other; l/ 

Imports, f.o.b. 

Services (net) 
Of which: i.nterest 

payments 21 

Private transfers (net) 
Of which: workers’ 

remittances 

Current account balance 

Official transfers (net) 
Of which: refugee 

assistance 

Long-term capital (net> 2/ 

Short-term capital (net) A/ 

Debt relief z/ 

Overall balance 
Net use of Fund credit 
Other central and commercial 

bank 

Memorandum items: 
Gross official reserves in 

weeks of following year’s 
imports, (c.i.f.) 

Current account deficit 
(as percent of GNP) 

Assumptions 
Exports, of which: 

Cotton 
Rice 
Other 

Imports 
Workers’ remittances 
Increase In oil price in 

U.S. dollars 6/ 
Increase in worid market 

prices for manufactures &/ 
International interest 

rates 61 

-3,050 -LX -2,710 -2,721 -:,721 
2,945 3,335 3,735 4,109 4.519 

(300) 
(343) 

(2,376) 
-5,995 

-841 

(-429) 

2,743 

(2,520) 

-1,148 

537 

(200) 

742 

125 

25 

281 

(375) 
(370) 

(2,727) 
-6,080 

-880 

(-478) 

2,730 

(2,500) 

-895 - 

330 

(200) 

675 

15 

10 

135 

(419) 
(372) 

(3,025) 
-6,445 

-912 

(-469) 

2,690 

(2,450) 

-932 - 

i..., 
I:::‘, 

-6,830 

-940 

I:::; 
( ) . . . 

-7,240 

-986 

(-456) (-457) 

2,650 2,610 

(2,400) (2,350) 

-* -l,u97 

) 

350 355 360 

(200) (200) (200 

674 773 824 

-- -- -- 

9 9 9 

101 I26 96 
-225 -292 -Z-T -iii -177 

-56 157 141 45 31 

8 7 6 5 

3 2 2 2 

(In percent) 

(if) 2, 
(55) (8) (12) ) 
(20) (15) (11) I:::) 

1 1 6 5 
3 -1 -2 -2 

-7.9 -5.9 2.3 4.5 

4.5 6.7 4.3 4.5 

8.5 8.2 8.0 8.0 8. 0 

5 

2 

10 

::::; 

( . ..) 
6 

-2 

4.5 

4.5 

Source: Ministry of Finance and Economic Affairs. 
1/ On a c.i.f. basis. 
T/ Interest on debt outstanding as of end-June 1985 and interest arising 

from projected new disbursements. 
3/ Includes commercial borrowing of over one-year maturity. 
‘i;/ Includes commercial borrowing of one-year maturity or less. 
T/ Debt rescheduled in 1981. 
z/ World Economic Outlook assumptions of December 1985. 
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Population 
Population growth 
GNP per capita 

Year ended June 30 

- 37 - 

Pakistan - Basic Data 

Annual changes in national product 
aggregates (1959/60 prices) 

GNP (at market prices) 
GDP (at factor cost) 
Agriculture 
Manufacturing 
Services 

Investment, consumption, and 
savings ratios 

Gross domestic fixed capital 
formation/GNP 

Consumption/GNP 
Gross domestic savings/GNP 
Cross national savings/GNP 

Oil production 

Government finances 
Tax revenue 
Nontax revenue 
Surplus of autonomous bodies 
Current expenditure 3/ 
Development expenditure 
Overall deficit (-) 

External financing (net) 
Domestic nonbank financing (net) 
Bank financing 

Rate of change of: 
To ta1 revenue 

Tax revenue 
Nontav revenue 

Current expenditure 
Development expenditure 
Dverall deficit 

As percent of GDP: 
Tax revenue 
Nontax revenue 
Cllrrent expenditure 
Development expenditure 
Overall deficit 
External financing (net) 
Budgetary support 
Domestic nonbank financing (net) 

94.73 million (January 1, 1985 estimate) l-/ 
3.1 percent per annum A/ 
Us$357 (1984185) 2/ 

Prov. 
Actual 

1980/81 1981/82 1982/83 1983184 1984185 

6.8 4.2 7.9 4.4 7.3 
6.6 6.6 6.2 3.4 8.4 
3.5 3.7 3.6 -6.3 9.9 

10.6 13.7 9.2 8.0 8.6 
7.0 6.6 7.2 6.2 8.0 

(In percent) 

14.2 14.3 14.3 14.0 
87.7 88.5 85.4 87.2 

5.8 5.2 6.7 5.1 
12.3 11.5 14.6 12.7 

-1.3 10.7 19.5 -1.6 

(In millions of Pakistan rupees) 

38,846 
8,156 
2,019 

40,318 
23,321 

-14,618 
(6,977) 
(5,286) 
(2,355) 

43,003 49,029 
8,927 10,152 
1,909 2,286 

46,370 59,718 
24,643 27,403 

-17,174 -25,654 
(5,345) (5,162) 
(6,313) (14,368) 
(5,516) (6,124) 

(In percent) 

58,246 60,758 
14,044 17 , 080 

2,565 1,944 
74,429 85,684 
25,573 31,876 

-25,147 -37,778 
(5,001) (6,045) 

(12,280) (12,999) 
(7,866) (18,734) 

22.1 10.5 14.0 22.2 
(19.5) (10.7) (14.0) (18.8) 
(36.0) (9.5) (13.7) (38.3) 

13.4 15.0 28.8 24.6 
22.2 5.7 11.2 -6.7 
-0.3 17.5 49.4 -2.0 

,i::, 
(21.6) 

15.1 
24.6 
50.2 

13.7 13.3 13.4 13.9 12.7 
2.9 2.8 2.8 3.4 3.6 

14.2 14.4 16.3 17.8 17.9 
8.2 7.6 7.5 6.1 6.7 
5.2 5.3 7.0 6.0 i.9 
2.5 1.6 1.4 1.2 1.3 
0. 8 1.7 1.7 1.9 3.9 
1.9 1.9 3.9 2.9 2.7 

14.6 
88.8 

4.7 
11.2 

102.6 

l/ Pakistan Economic Survey, 1984-85, Appendix II, Tahle 1.1. 
T! The average exchange rate of PRs 15.16 per U.S. dollar for 1984/85 was used to - 

convert rupee per capita income. 
31 Includes development subsidies which in the ADP are classified as development - 

expenditures. 
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Pakistan - Basic Data (Concluded) 
Prov. 
Actual 

1980/81 1981/82 1982/83 1983/84 1984/85 

Balance of payments 
Trade balance 

Exports, f.o.b. 
Imports, f.o.b. 

Services (net) 
Private transfers (net) 
Current account balance 
Official transfers (net), of which: 

Refugee assistance 
Long-term capital (net) 
Short-term capital (net) 

Official (net) 
Foreign currency deposits 

Debt relief 
Elrrors and omissions (net) 
Net foreign assets (increase-) 

Memorandum items: 
Gross official reserves (end- 

period) l/ 
Gross official reserves (in weeks of 

following year's imports, c.i.f.) 

Rates of change 

Merchandise exports (f.0.b.) 2-/ 
Cotton and rice (c.i.f.) 21 
Manufactured products (c.i.f.) 2/ 

Merchandise imports (f.0.b.) 21 
Workers' remittances 21 - 

Money and quasi-money 
Domestic assets (net) 
Claims on Government (net) 
Claims on nongovernment sectors 

Consumer prices 3/ 
Wholesale prices-31 
GDP deflator - 

-2,203 
(2,229) 

(-4,432) 
-365 

1,778 
-790 

201 
(88) 
228 
202 

(156) 
(46) 
128 

12 
19 

-3,034 
(2,040) 

(-5,074) 
-480 

2,099 
-1,415 

370 
(258) 

252 

(2, 
(55) 
227 

9 
510 

-2,760 -3,165 
(2,425) (2,541) 

(-5,185) (-5,706) 
-560 -680 

2,806 2,863 
-514 -982 

302 282 
(164) (148) 

772 566 

(-2::) (-1047) 
(252) (97) 

32 27 
16 32 

-645 82 

3,619 
(2,371) 

-(5,990) 
-827 

2,655 
-1,791 

363 
(151) 

504 
-77 

(-31) 
(-46) 

25 
-34 

1,010 

920 741 1,788 1,680 

(8.8) (6.9) (15.2) 13.9) 

673 
0 

(5.2) 

(In percent) 

20 -17 13 2 -12 
44 -40 -10 -6 -10 
16 -3 16 5 -10 
15 4 -3 7 -1 
20 6 30 -5 -11 

13 
15 
11 
19 

12 
13 
11 

11 25 12 12 
17 16 14 24 
12 15 11 23 
20 21 22 17 

10 5 8 8 
8 4 11 4 
9 6 10 6 

(In millions of SDRs) 

l/ Excludes gold. 
2/ Calculated from U.S. dollar values. 
z/ Change in the average level of the index compared with the previous year. 
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Pakistan - Statistical Isslles - 

I. National income accounts 

Pakistan comniles full nominal and constant price national income 
data. The overall auality of the data is good although some prohlems 
exist with the manufacturing; investment deflator price series. At 
present the constant nrice national income accounts use 1959/60 price 
weights. The authorities are in the process of rehasinp; the income 
accounts to 1980/81 price weights. 

‘I i. Prices 

While the price data are generally ,qood, there is in both the con- 
sumer and wholesale price indices a large administered price component 
which mav result in rlnderstatements of price movements. 

3. Government finance 

The hudp;etarv data in the consllltation reports are a consolidation 
of the accounts of the federal. and provincial Eovernments. The arlthori- 
ties are Ilndertakinq to develop the data base for the entrv "Net lenrlinq 
and equity participation." This undertaking if successful col11d involve 
some maior relcassifications and thlls changes in the hudqet aggreqates. 
The first efforts at these reclassifications, which have been undertaken 
for the period 1983/U-lo85/86, suqqest that the effect on the overall 
deficit would he to lower the ratio to GDP hv rouqhlv 0.5 percenta,qe 
noints each year. 

4. Monetarv accorints 

Pakistan's monetary and credit data is hroadlv accurate. However 
in 1.983/84, a nrohlem emerged with the treatment of the transactions 
of certain hanks, which had the effect of overstating considerablv the 
contractionarv impact from the net llnclassified liahilities of the 
hankinE svs tern. In 1984/85 the authorities sought to correct for this 
nccollnting misclassification to the extent feasihle. Discrepancies 
exist between the changes in the net foreign assets position of the 
hankinq svstem and the overall halance of payments position. 

5. Ralance of navments 

The halance of pavments data are qood and the coveraqe is extensive. 
The atrthnrities have recentlv made cnnsiderahle nroq-ess i.n reconciling 
I.hP canital accollnt and external deht data. Improvements are needed in 

the rr~~ali tv of the CY~OI-t and import rinit price and volline indices. 
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6. External debt 

The coverage of civilian official foreign debt data is thorough. 
The official data, however, excludes military debt, on which infor- 
mation is not available. There is a need to improve the data on the 
maturity structure of official debt, and the compilation of medium- 
and lonq-term private debt data in terms of its amount and terms. 
The volume of this debt is believed to he relativelv small. 

Coverage, Currentness, and Reporting; of Data in IFS 

The table below shows the currentness and coveraqe of data puhlished 
in the country oage for Pakistan in the Febrllarv 1986 issue of IFS. The 
data are based on reports sent to the Fund's Bureau of Statistics bv the 
State Bank of Pakistan, which during the past year have heen provided on 
a timely basis. 

Real Sector 

Government Finance 

Monetary Accounts 

External Sector 

- National Accounts 
- Prices 
- Production 
- Employment 
- Earnings 

1984 
November 1985 
June 1985 
n.a. 
n.a. 

- Deficit/Stlrplus 1983 
- Financing 1983 
- Debt 1984 

- Monetary Authorities 
- Deposit Money Banks 
- Other Financial Institutions 

October 1985 
October 1985 
October 1985 

- Merchandise Trade: Vallles 
- Balance of Payments 
- International Reserves 
- Exchange Rates 

October 1985 
01 1985 
December 1985 
Decenher 1985 

Latest Data in 
February 1986 IFS 


