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This note provides the IMF staff’s assessment of Pakistan’s macroeconomic conditions, 
prospects, and policies.  
 

I. RECENT MACROECONOMIC DEVELOPMENTS  
 
Pakistan’s macroeconomic performance has improved since Fall 2008, when the 
authorities adopted a stabilization program supported by a Stand-By Arrangement (SBA) 
from the IMF and financial assistance from the World Bank, the Asian Development Bank, and 
other multilateral and bilateral creditors. The program seeks to reduce inflation and strengthen 
Pakistan’s external position on a sustainable basis, and to raise economic growth through 
structural reforms in the fiscal and financial sectors. The strengthening of the social safety net 
is a key priority under the program.  
 
Economic activity is picking up, but remains very much influenced by domestic security 
developments and the global economic and financial crisis.1 
 
• Large-scale manufacturing output has started to rise and exports are improving, 

contributing to the narrowing of the external current deficit. Credit to the private sector 
has recently picked up somewhat as businesses are rebuilding their working capital.  

• Inflation rose from 10.5 percent in December to 13.7 percent in January.  
• The balance of payments has improved, with the gross international reserves of the 

State Bank of Pakistan (SBP) reaching $10.9 billion in late February. The improvement 
in the external position reflects disbursements from the IMF as well as a decline in the 
current account deficit due mainly to lower oil import prices, a modest recovery in 
exports, and a better than expected inflow of worker remittances. The exchange rate has 
depreciated slightly, to about Rs 85 per U.S. dollar. 

• The banking system remains generally well-capitalized but, reflecting the economic 
slowdown, nonperforming loans have been rising.  

 
II. POLICY IMPLEMENTATION IN THE CONTEXT OF THE SBA-SUPPORTED 

PROGRAM 
 
Macroeconomic performance is improving, but key structural reforms need to be 
accelerated. All performance criteria through end-December 2009 were observed, except for 
the budget deficit target, which was exceeded by a very small margin.  
 
• Fiscal policy. In response to lower-than-projected revenues and external financing, and 

higher security spending, the authorities have taken steps to restrain the fiscal deficit. 
Accordingly, the end-December fiscal target was missed by a very small margin (0.02 
percent of GDP). Revenues fell short of expectations in July–December, and the 
authorities responded by lowering non-security spending. Fiscal pressures are expected 
to continue in the second half of the fiscal year, and the authorities need to take 
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measures. The federal VAT was submitted (with some delay) to parliament on February 
25. Submission of provincial VAT laws to provincial assemblies is expected in early 
March. The rollout of the Benazir Income Support Program—a targeted cash benefit 
program for poor household— has also been slow owing to administrative capacity 
constraints. A plan for the nationwide rollout of the poverty scorecards has been 
prepared and is expected to be completed by end-March 2011. Electricity tariffs have 
been adjusted with some delay. The authorities are renewing the efforts to clear inter-
enterprise arrears in the energy sector. 

• Monetary policy. Inflation declined throughout 2009, which allowed the SBP to lower its 
policy interest rate by 250 basis points to 12.5 percent by mid-December. However, 
inflation has recently picked up, and the authorities are aware that this may require a 
tightening of their monetary policy stance. The next monetary policy decision is due in 
late March.   

• Banking sector. Financial soundness indicators through end-December deteriorated 
a little, but banks remain well capitalized. There are governance concerns, including 
regarding politically motivated lending by state-owned banks.  

 
III. PROSPECTS FOR THE REMAINDER OF 2009/10 

 
The macroeconomic outlook for 2009/10 remains difficult. Real GDP growth will likely reach 
3 percent in 2009/10. Inflation has picked up and may not subside to single-digit levels, due 
partly to the pass-through of the electricity tariff increases. The economy and the public finances 
will continue to be affected by the difficult security situation and the urgent humanitarian needs 
of internally displaced persons. The fiscal outlook depends heavily on the disbursement of 
pledged donor support, which so far has been significantly below expectations. Of crucial 
importance are also receipts (refunds) from the U.S. Coalition Support Fund.  
 
Fiscal structural reforms remain critical. There is a need to (i) submit the provincial VAT laws 
to the provincial assemblies, strengthen the system of tax refunds, and introduce risk-based 
audits of VAT returns; and (ii) implement the overdue quarterly electricity tariff increase, which is 
needed to contain electricity subsidies within agreed limits. In this regard, the authorities are 
discussing the implementation of electricity reforms with World Bank and Asian Development 
Bank staffs.  
 
The fourth review of the SBA is tentatively scheduled to be discussed by the IMF 
Executive Board in the coming weeks. 
 

IV. STATUS OF IMF RELATIONS WITH PAKISTAN 
 
Fund program: 25-month SBA with an access of SDR 7.24 billion (700 percent of quota) 
approved by the Executive Board of the IMF on November 24, 2008 (for 500 percent of quota) 
and augmented (by 200 percent of quota) on August 7, 2009. The latest disbursement of SDR 
766.7 million was made on December 23, 2009 after completion of the third program review. 
Total disbursements thus far amount to SDR 4.17 billion ($6.42 billion). 
 
Last Article IV Consultation: March 30, 2009. 
 
Financial Sector Assessment Program: Finalized in July 2004. An update was done in 2008. 
The updated Financial Sector Stability Assessment was presented to the Executive Board of the 
IMF at the time of the 2009 Article IV Consultation. 


