Chapter 9

Public Debt

9.1 Introduction

Developing prudent and sound debt

management strategy is paramount especially
when debt flows are being channeled to pursue
accelerated development goals. Over long term _
horizon, efforts are geared towards increasing Management System and Mobile Wallet for
the country’s economic footprint in-line with Investors.

macro-economic objectives which eventually 9.2 Public Debt

provide support towards debt re-paymentTotal public debt is defined as debt of the
capacity through modernized infrastructure. government (including Federal Government

Given the current paradigm, Pakistan has tognd Provincial Governments) serviced out of
maintain a delicate balance — it needs to borroweponsolidated fund and debts owed to the

in order to facilitate its development process |nternational Monetary Fund. Total Debt of the
while ensuring that debt level is prudently Government is public debt less accumulated
managed keeping in view the country's deposits of the Federal and Provincial
repayment capacity. Governments with the banking system. Public
Pakistan's public debt dynamics witnesseddebt has two main components, namely
various positive developments during the domestic debt (incurred principally to finance

highlighted below: primarily to finance development expenditures).

« Government continued to adhere to the Total public debt stood at Rs 22,820 billion at
targets set forth in Medium Term Debt end December 2017 while Total Debt of the

Management Strategy (MTDS) to ensure Government was Rs 20,878 billion. Total
public debt sustainability: public debt recorded an increase of Rs 1,413

. . billion during first six months of current fiscal
» Weighted average interest rate on the

; . ear. The bifurcation of this increase is
domestic debt portfolio has reduced furthery : .
: explained below:
while cost of external loans contracted by

transactions, transaction history and also
save prize bond numbers to be searched in
the Prize Bond draws. CDNS is also in the
process of launching a financial version of
the mobile application along with the Card

the government are mostly concessional as®
well as dominated by long term funding;

Government successfully raised US$ 2.5
billion in December 2017 through a 5-year
Sukuk and 10-year conventional bond with
the latter issued at the lowest rate for a
Pakistan bond;

In order to facilitate the investors, Central ®
Directorate of National Savings (CDNS)
has launched a non-financial version of
mobile application called “Qoumi Bachat
Digital” which enable customers to view
their profits, investments in the certificates
and accounts, receive notifications on

Domestic debt registered an increase of Rs
582 billion while government borrowing
for financing of fiscal deficit from domestic
sources was Rs 412 billion, indicating an
increase in government credit balances with
the banking system during the period under
review; and

Increase in external debt contributed Rs 830
billion to the public debt while government
borrowing for financing of fiscal deficit
from external sources was Rs 384 billion.
Therefore, the increase in external debt
signifies both borrowings for financing of
fiscal deficit as well as revaluation losses
due to Pak Rupee depreciation against US
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Dollar as well as appreciation of ott
currencies against US Dollar. It is wo
noting that depreciatiorof Pak Rupee
increases the rupee value of external c
but does not add much to foreign curre
liability of the country i.e. any negati

revaluation impact is spread over me
years depending on the life of any gi
loan, therefore, immediate cash flow imp
is limited.

The trend in totalpublic debt since 1971
depicted in Box-I.

Box-I: Trend in Public Debt
Table-9.1: Year Wise Public [ebt Positior

Year Domestic External  Public Year Domestic External Public Year Domestic External Public
Debt Debt Debt Debt Debt Debt Debt Debt Debt
(Rs billion)
1971 14 16 30 1987 248 209 458 2003 1,89& 1,80C 3,694
1972 17 38 55 1988 290 233 523 2004 2,02¢ 1,83¢ 3,86€
1973 20 40 60 1989 333 300 634 2005 2,17¢ 2,034 4,211
1974 19 44 62 1990 381 330 711 2006 2,322 2,038 4,35¢
1975 23 48 70 1991 448 377 825 2007 2,601 2,201 4,802
1976 28 51 85 1992 532 437 969 2008 3,27% 2,852 6,12€
1977 34 63 97 1993 617 519 1,135 2009 3,86C 3,871 7,731
1978 41 71 112 1994 716 624 1,34C 2010 4,654 4,352 9,00€
1979 52 77 130 1995 809 688 1,497 2011 6,017 4,75C 10,767
1980 60 86 146 1996 920 784 1,704 2012 7,63¢ 5,057 12,69%
1981 58 87 145 1997 1,05€ 939 1,995 2013 9,522 4,797 14,31¢&
1982 81 107 189 1998 1,19¢ 1,193 2,392 2014 10,92( 5,071 15,991
1983 104 123 227 1999 1,38¢ 1,557 2,946 2015 12,19¢ 5,182 17,381
1984 125 132 257 2000 1,64% 1,527 3,172 2016 13,621 6,051 19,67¢&
1985 153 156 309 2001 1,79¢ 1,88t 3,684 2017 14,85t 6,552 21,407
1986 203 187 390 2002 1,775 1,862 3,636 2018 15,431 7,382 22,820
(Dec)
Fig-9.1: Trend in Domestic and External Dek
(Rs in billion)
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Table-9.2: Public Debt

2013 2014 2015 2016 2017(P) 2018(P)**

(Rs in billion)
Gross Domestic Debt 9,521.¢ 10,920.( 12,198.¢ 13,626.¢ 14,855.( 15,437.
*Net Domestic Debt 8,686.2 9,551.2 10,804.¢ 11,773. 13,081.7  13,495.¢
External Public Debt 4,796.5 5,071. 5,181.¢ 6,051.1 6,552.1 7,382.2
Total Public Debt 14,318.¢ 15,991.f 17,380.7 19,68.1 21,407.0] 22,819.¢
*Total Government Debt 13,482.7 14,622.¢ 15,986.¢ 17,824.¢ 19,633.6  20,878.
(In percent of GDP)

Gross Domestic Debt 42.5 43.4 44.5 46.9 46.5 44.9
*Net Domestic Debt 38.8 37.9 394 40.5 40.9 39.2
External Public Debt 21.4 20.1 18.9 20.8 20.5 215
Total Public Debt 64.0 63.5 63.3 67.7 67.0 66.3
*Total Government Debt 60.2 58.1 58.3 61.3 61.4 60.7
Memo:

External Public Debt (US$ in billion) 48.1 51.3 50.9 57.7 62.5 66.9
Exchange Rate (Rs /US$, End of Perio 99.7 98.8 101.€ 104.€ 104.€ 1104
GDP (Rs in billion) 22,385.7 25,168.6 27,443.C 29,075.¢ 31,962.¢ 34,396.5

*Net of government deposits with the banking system
P: Provisional, **: end-December, 2017

Source: State Bank of Pakistan, Economic Affairs Dision, Budget Wing and Debt Policy Coordination Ofice

The composition of public debt in terms of Exposure to interest rate risk also reduced, as
maturity profile continued to witness changes the percentage of debt re-fixing in one year
during first half of current fiscal year. Both decreased to 47.8 percent in 2017 compared to
demand and supply factors contributed towards52.4 percent in 2013. Similarly, share of
the change in composition of public debt. external loans maturing within one year was
Demand for medium to long term government equal to around 27.7 percent of official liquid
securities was relatively lower in anticipation of reserves in 2017 compared with around 68.5
change in the interest rates, inflation andpercent in 2013, indicating improvement in
liquidity conditions while the government was foreign exchange stability and repayment
cautious about the cost-risk trade off as marketcapacity.

participants were seeking higher than usual o . -
rates on |ong-term securities. One of the Ob]eCtlveS of MTDS is to facilitate

development of debt capital markets. A well-
Encouragingly, cost and most of the risk developed debt market is essential to reduce
indicators of public debt portfolio improved financial risks of the overall economy, provide
over last four years. Average cost of grossthe government with a non-inflationary source
public debt reduced by over 100 basis pointsof finance, create a well-balanced financial
owing to smooth execution of the Medium environment and promote economic growth.
Term Debt Management Strategy. RefinancingGovernment is taking various steps to provide
Risk of domestic debt portfolio reduced from an efficient and liquid secondary debt markets
64.2 percent in 2013 to 55.6 percent in 2017.to the investors (Box-Il).

Box-II: STEPS TAKEN FOR THE DEVELOPMENT OF DEBT CAP ITAL MARKETS

Sukuk (Privately Placed) Regulations, 2017in order to facilitate issuance of Sukuk througlivate
placement, SECP has notified the Sukuk (Privatéhgétl) Regulations, 2017 thereby replading issue ¢
Sukuk Regulations, 2015. Part of 2015 Sukuk Remulatrelating to public offerings has been coverethe
SECP’s Public Offering Regulations, 2017, througieadments therein.

Accounting and Shariah Standards:To bring harmonization andastdardization in the business practice
Islamic financial institutions, SECP has been gediguadopting Accounting and Shariah Standardseidduy

13¢ I




Pakistan Economic Survey 2017-18

Accounting and Auditing Organization for Islamicngicial Institutions (AAOIFI). In February 2018, GE
has notified three Shariah Standards of AAOIFla&doption in Pakistan, i.e.

Shariah Standard No. 17 - Investment Sukuk, Sh&iahdard,;
Shariah Standard No. 18- Possession (Qabd); and
Shariah Standard No. 23 - Agency and the Act afracommissioned agent (Fodooli).

Introduction and implementation of centralized E-IPO System (CES):In order to facilitategeneral publi
during IPOs, Centralized E-IPO System (CES) has lbegeloped through CDC, in collaboration witlhihk
(G) Limited. Through CES, investors can submit a&ggplons electronically vianternet, ATMs and mobi
phones for subscription of securities of compaofésred to the public. The main objectives of CES t@:

(i) bring efficiency in IPOs;

(i) reduce cost of IPOs;

(i) increase outreach of IPOs;

(iv) make investment through IPOs hassle free;

(v) promote culture of holding securities in boaktry form; and
(vi) increase investor base.

So far, eight (08) banks have been integrated WHE whereas 03 banks are providing E-IPO serVices
through their own independent E-IPO facilities.
Future plans with regard to development of debt caipal markets:

Revamping of the Companies (Asset Backed SecurdizeRules, 1999;
Formulation of regulations for listing and tradipgvately placed debt securities; and
Facilitation of Pakistan Mortgage Refinance Comp@MRC) in fund raising from debt capital markets.

Source: Securities and Exchange Commission of Patas

Comprehensive public debt analysis may fall 9.3 Progress on Medium Term Debt
short of full disclosure without review of Management Strategy (2015/16 - 2018/19)

Habilies originate out of guaraniees issued on COVEIMeNt has updated its Medium Term
g 9 Debt Management Strategy (2015/16-2018/19)

behalf of Public Sector Enterprises (PSES) an%hich contains a policy advice on appropriate

(t:)())/ut:t? ;;Scog\';lenrgatlelnt dgﬁiurihg?e?oc;tefo:gn gigu(r)(fa mi?(_of financing from di_fferer?t sources With the

utmost  fiscal tranéparency ’information spirit to_qphold the Integrity .Of the Fiscal

regarding these contingent Iiabillities remains anRespor_15|b|I|ty and Debt Limitation Act, 2005.
Accordingly, the government needs to lengthen

gisfnnt'ﬂirsfogﬂogﬁniur?émplfjiglc'; d(':;rlosj[ﬁree' the maturity profile of its domestic debt and
9 year, mobilize sufficient external inflows in the

overnment issued fresh/rollover guarantees . L .
9 9 medium term keeping in view cost risks trade-

aggregating to Rs 66 billion or 0.2 percent of : - o ST ;
GDP. The outstanding stock of government ;Lé\gle remaining within the indicative risk

guarantees at end December 2017 was Rs 1,00
billion.

Table-9.3: Public Debt Cost and Risk Indicators*

L External Domestic  Public Debt
Indicative Ranges Debt Debt

R e et e (MTDS 2015/16 - 2018/19)

201¢ 2017 201: 2017 201: 2017
Refinancing Average Time t 1.5 (minimum) and 2.5 - DD 101 84 18 20 45 38

Risk Maturity (ATM) - Years 3.0 (minimum) and 4.5 — PD
Debt Maturing inl Year 50% and 65% (maximum)-DD 89 80 64.2 556 46.0 42.1
(% of total 35% and 50% (maximun- PD
Interest Rat Average Time to Re 1.5 (minimum) and 2.5 - DD 92 75 18 20 42 35
Risk Fixing (ATR) - Years 3.0 (minimum) and 4.5 — PD
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Table-9.3: Public Debt Cost and Risk Indicators*

. External Domestic  Public Debt
Indicative Ranges Debt Debt

(MTDS 2015/16 - 2018/19) i z . - . -
201¢ 2017 201: 2017 201: 2017
Debt Re-Fiximg in 1 yea 50% and 65% (maximum)-DD 22.2 26.0 67.2 56.4 524 478

Risk Indicators

(% of total) 40% and 55% (maximum) - PD
Fixed Rate Debt (% ¢ 53 834 777 396 546 54.0 61.2
total)
Foreign Foreign Currency Del 20% (minimum) and 35% 329 284
Currency (% of total debt
Risk (FX) Short Term FX Debt (¢ i 68.5 27.7

of reserves)
* As per modalities of MTDS (2015/16 - 2018/19)
**Not Applicable
PD: Public Debt, DD: Domestic De

Source: Debt Policy Coordination Office, Ministry d Finance

It is evident from the above table that all public Interest Rate Risk

?ae:tegsgsmg'za;fﬁf dV\(Jer{ge\:wlzl/ITDtSheatmgécolat\lJ\ﬁ Exposure to interest rate risk reduced as evident
20197 Im ortgntl cost and most of the debt%rom the fact that the percentage of debt re-
0L 7. 1Mp Y, T . fixing in one year decreased to 47.8 percent at
risks indicators ha\{e 5|gn|f|cant|y improved the end of 2016-17 compared with 52.4 percent
yvhen compared with fiscal year 2013 as at the end of 2012-13, which reduced the
llustrated below: average time to re-fixing to 3.5 years at the end
Cost of Public Debt Portfolio of 2016-17 compared with 4.2 years at the end
. of 2012-13. The reduction in interest rate
Average cost of gross public debt reduced byexposure can also be gauged from the fact that

over 100 basis points owing to smooth ;
execution of the MTDS and yet the indicators flxed rate debt as a percentage of total debt

have witnessed improvement over the mediummcre"jISed to_61.2 percent at the end of 2016-17
term. It is important to note that interest cost compared with 54 percent at the end of 2012-

over last two years has remained broadly13'
constant despite increase in the absoluteForeign Currency Risk

quantum of public debt. Share of external loans maturing within one

Refinancing Risk year was around 27.7 percent of official liquid
Refinancing risk of domestic debt reduced at reserves at the end of 2016-17 compared with

the end of 2016-17 as domestic debt maturingaround 68.5 percent at the end of 2012-13,

in one year reduced to 55.6 percent compare&ndiqqﬁng improvement in fqreign exchange
with 64.2 percent at the end of 2012-13. This stability and repayment capacity of the country.

improvement contributed towards improvement 9.4 Dynamics of Public Debt Burden
in average time to maturity of domestic debt to
2 years at the end of 2016-17 compared WithDebt burden .Of a country can be_ assessed
1.8 years at the end of 2012-13 while avera ethrough multiple parameters ~while one
-0 Y . 9€imensional approach may not be suitable for
time to maturity of external debt decreased toOI i . he “bad” f he “qood”
8.4 years at the end of 2016-17 compared wit elineating - the a fom - the - “good”.
16 1 years at the end of 2012-13, primarily due herefore, various ~solvency and liquidity

L Y& L ' P y indicators are employed to assess the debt
to running off the existing long term external burden of the countr
debt portfolio over last four years. Y-

Table-9.4: Selected Public Debt Indicators (in perntage)

2013 2014 2015 2016 2017
Revenue Balance* / GDP (2.9)** (0.7) a.7) (0.8) (0.7)
Primary Balance* / GDP (3.6)** (0.2) (0.5) (0.2) (1.5)
Fiscal Balance / GDP (8.2)** (5.5) (5.3) (4.6) (5.8)

13t I
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Table-9.4: Selected Public Debt Indicators (in percentag

2013
Gross Public Debt / GDP 64.0
Total Government Debt / GDF 60.2
Gross Public Debt / Revenue 480.1
Total Government Debt / Rever 452.1
Debt Service / Revenue 40.5
Interest Service / Revenue 33.2

Debt Service / GDP 5.4
*Adjusted for grants

2014 2015 2016 2017
63.5 63.3 67.7 67.0
58.1 58.3 61.3 61.4

439.7 442.1 442.5 433.6
402.0 406.7 400.8 397.7
40.1 40.4 35.9 38.3
31.6 33.2 28.4 27.3
5.8 5.8 5.5 5.9

** includes payment for the resolution of the cileudebt amounting tRs 322 billion or 1.4 percent of GD

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

The revenue defidit which exclude:
development expenditure, recorded at

percent of GDP during 2016¢ compared witl
0.8 percent during 20156. This improvemer
was supported by higher growth in reves
which outpaced growth in current expendis
during 2016-17.Thus, from expenditure sid
fiscal deficit was driven largely by increase
development expenditures and recorded ai
percent of GDP during 2016¢ compared witl
4.6 percent during 201B6. Similarly, the
primary deficif, which excludes intere
payments, increased to 1.5 percent of C
during 201617 from 0.2 percent during 2C-
16 owing to the same reason. The consolid
development expenditures increa

significantly during last few years owing
number of ongoing infrastructure projec
Accordingly, actual PSDP spending at fede
level and annual development plan at provin
level cumulatively grew fronRs 695 billion in
2012-13 to Rsl,577 billion in 201-17. This
increase in development expenditures was
supported by relatively corined interest
payments during last few years which cre:
additional fiscal space for developm
spending.During first half of current fisce
year, revenue deficit was recorded at
percent of GDP while primary deficit w
recorded at 0.1 percent oDP. The trends in
fiscal, revenue and primary balance
depicted in the graph belc

(In percent of GDP)

2012-13 2013-14

Fig-9.2: Trends in Fiscal, Revenue and Primary Balanc
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'Revenue balance is the total revenues minus cuegmenditure. The persistence
revenue deficit indicates that the vgonment is not only borrowing to finance
development expenditure, but partially to finartsecuirrent expenditui
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2Primary balance is the total revenues minus-interest expenditure or fiscal deficit
before interest payments. Primary balance is an itoficaf current fiscal efforts sinc
interest payments are predetermined by the sipeevious deficit:
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Pakistan witnessed a marginal increase 2
percent (from 60.2 percent in 2013 to 4
percent in 2017) in its Tot&bovernment Debt
to GDP ratio during last four years while dur
the same periodjlobal debt to GDP ratiwent
up by about 8 percehiThe analysis of debt 1
GDP ratio over past fewears reveals thi
during periods of high fiation, debtto GDP
ratio performs relatively better as th
denominator becomes larger and this rwas
accordingly containedbelow 60 percent eve
when real GDP growth was merely hall

percent e.g. 20089. While higler inflation

could help reduce deld-GDP ratio, yet it has
other repercussions for the economy. There

economic managers would always prefer t

real GDP growth coupled with low inflatic

rather than low real GDP growth with hi

inflation. During 201617, actual inflation stoo

at around 4 percent against target of 6 perc

causing nominal GDP aRs 31,963 billion
against target of R83,509 billion. Therefore

debt to GDPratio inchedslightly up mainly
owing to lower than anticipated inflatic
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Infaltion
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2%

Fig-9.3: Inflation Vs Debt to GDP (in percentage
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*Correlation coefficientf) between inflation and debt to GDP rati- 0.8z

The public debt position siediscal year 2013 (both in absolute and GDP tears)depicted in th

following graph:

Fig-9.4: Profile of Public Deb
(LHS: Rs in billion, RHS: percent of GD
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3Source IMF World Economic Outlook
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The table below shows summary of debt to GDP ddtiew developed and developing economies:

Table-9.5: Country Wise Total Government Debt to GIP Ratio (in percentage)

Country 2013 2014 2015 2016 2017

United States 81.5 80.9 80.5 81.4 82.4
United Kingdom 717.7 79.6 80.4 80.7 80.4
Japan 117.3 118.9 118.3 119.7 119.9
India 68.5 68.5 69.5 69.5 67.7
Srilanka 70.8 70.7 76.0 77.3 79.5
Egypt 73.7 77.1 78.8 88.1 93.6
Pakistan 60.2 58.1 58.3 61.3 61.4

Source: IMF World Economic Outlook

It is evident from the table above that at 434 percent in 2016-17 compared with 443
developed countries like USA, UK and Japan percent in 2015-16, while total government debt
also carry significant debt and maintain levels to government revenues reduced by around 3
as high as 80 to over 100 percent of their GDPspercentage point during 2016-17 as compared
well over Pakistan’s debt to GDP levels. Evenwith previous fiscal year, indicating some

in the developing country peer group, Egypt, easing in government indebtedness.
Srilanka and India carry higher debt to GDP Encouragingly, growth in revenues outstripped
levels than that of Pakistan. growth in public debt and accordingly debt

_ _ __ repayment capacity improved during 2016-17.
Comparing debt service to a country's Government is committed to reduce this ratio to
repayment capacity yields the best indicator forgenerally acceptable threshold of 350 percent to

analyzing whether a country is likely to face fyrther improve debt carrying capacity of the
debt servicing difficulties in a given period. country.

Public debt servicing consumed nearly 38
percent of total revenues out of which interest9.5 Servicing of Public Debt

servicing consumed around 27 percent of the . -
. . Public debt servicing was recorded at Rs 980
same during 2016-17 compared with 33 Percenyijjion during first half of current fiscal year

during 2012-13. against the annual budgeted estimate of Rs

Public debt levels against actual governmentl,689 billion. Public debt servicing consumed
revenues provide important insight into debt nearly 41 percent of total revenues during first

repayment capacity of the country. There washalf of current fiscal year, remaining at the
around 9 percentage point reduction in public S2Me level recorded during the corresponding

debt to government revenues ratio which standd*eriod last year.

Table-9.6: Public Debt Servicing (Rs in billion)

2017-18*
Budgeted Actual Percent of Percent of
Revenue Current

Expenditure
Repayment of External Debt 326.4 228.2 9.6 9.0
Total External Principal Repayment (A) 326.4 228.2 9.6 9.0
Servicing of External Debt 132.0 73.5 3.1 2.9
Servicing of Domestic Debt 1,231.0 678.0 28.4 26.6
Total Interest Servicing (B) 1,363.0 751.4 31.5 29.5
Total Servicing of Public Debt (A+B) 1,689.4 979.7 41.1 38.5

*: July-December

Source: Budget Wing and Debt Policy Coordination Cice Staff Calculations, Ministry of Finance
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Domestic interest payments constituted arc
69 percent of total debt servicing due to hig
volume of domestic debt itotal public debt
portfolio. Domestic interest payments w
recorded at Rs 67Billion during first half of
the current fiscal yeaprimarily driven by
payments made againfakistan Investmel
Bonds (Rs 229billion), National Saving:
Schemes (Rs 16%illion), Market Treasury
Bills (Rs 151 billion) and Market Relate
Treasury Bills (Rs 8illion).

9.6 Domestic Debt

Pakistan’s domestic debt comprises perma
debt (medium and lontgrm), floating deb

(shortterm) and unfunded debt (primarily me
up of various instruments available un
National Savings SchemeDuring first half of
the current fiscal yeagompostion of domestic
debt continued to witne: changes as most of
the domestic borrowing was mobilizefrom
short-term sourcewhile net retirement we
witnessed in medium to long term de
Accordingly, share of floating debt in to
domestic debt increaseto 49 percent at end
December 2017 compared with 44 percer
the end of last fiscal ye, while share of
permanent debt in total domestic dreduced
to 33 percent at end December 2017 comp
with 37 percent at the end of last fiscal y

Fig-9.5: Evolution of Domestic Dek

| mPIBs #T-Bils WMRTBs ™ Sukut WNSS Others|
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9.6.1 Qutstanding Domestic Dek

Gross domestic debt wascorded aRs 15,437
billion while net domestic detremained at Rs
13,496 billion at end December 20. Gross
domestic debt registerezh increase cRs 582
billion during first half of current fiscal ye

2014-15

2015-16 20167  2017-18 (End Dec)

while government borrowing from domes
sources for financing of fiscal deficit wiRs
412 billion during the said period. Tt
differential is mainly attributed to increase
government credit balances with the ban}
system.

Fig-9.6: Evolution of Domestic Dek
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The following sectin highlights the
developments in various components
domestic debt during firstix months of currer
fiscal year:

|. Permanent Debt

Permanent debt mainly consists of mediun
long term instruments(Pakistan Investmel
Bonds (PIBs) Government ljara kuk (GIS),

Prize Bond etc.) PIBs are nc-callable
instruments with fixed and se-annual coupon
payment withtenors of 3, 5, 10 and 20 yes
WhereasGovernment ljara Sukuk are medit
term Shariah compliant bonds currently iss
in 3 years’ tenor to rae money from Islami
financial institutions which have grov
substantially in Pakistan the past few years.

Permanent debwas recorded aRs 5,038
billion at end December 2017, representin

decrease of R495 billion during first half of
ongoing fiscal year.Over this period, th
governmentset the auctiortarget of Rs 500
billion against the sale of PIBs in anticipat
of upcoming maturities. Theseauctions
attracted subdued responsefrom market
participants asthe market was expecti
monetary tigkening, however, olicy rate
remained unchangedlring the said period i.
except for July 2017,llabids received again:
PIBs auctions durindirst half of the ongoing
fiscal yearwere rejected as the rates quotec
commercial banks were on a highede as well
as amounts were not substantial. A
acceptance in these PIBs auctions may |
signaled reversal in long term interest ra
which, in turn, would have had implications

the market's short term interest rate
expectations.
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Fig-9.7: PIBs Auction Profile 2017-18 (July December

Wi

Jul-17

Aug-17

Sep-17

Oct-17

Nov-17

Dec-17

M Auction Target (Rs. in billion)

100

100

100

100

50

50

= Auction Participation (Rs. in billion)

76

25

6

25

24

6
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As depicted n the graph above, against -
target of Rs500 billion, government receive
participation of Rs162 billion out of which
government accepted onBs 56 billion during
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first half of thecurrent fiscal year. Thyields (6
months Thills, 3, 5 and 10 year Bs) from
July 2013 to December 2017 are depicl
through following Graph:
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Fig-9.8: T-Bills PIBs Yields (6 Months, 3, 5 & 10 Years- In Percent
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Il. Floating Debt

Floating debt comprises short term dome
borrowing instruments such as Market Trea:s
Bills (MTBs) and State Bank borrowir
through purchase of Market Rted Treasury
Bills (MRTBs). MTBs are zero coupon
discounted instruments issued in tenors ¢
months (introduced in 1997), 6 mon
(introduced in 1990) and 12 months (introdu
in 1997). In order to raise short term liquidi
the government borrowsrdm the domesti
banks through auction of MTI which is
arranged by SBP twice a mon

Floating debt recorded an increaseRs 1,032
billion during first half of current fiscal ye:
and stood at Rg,589 billion at end Decemb
2017. The increase in floag debt was highe
than the overall change in domestic debt as
government retired medium to Ic-term debt
during first half of current fiscal year. The sh

of floating debt in overall public debt a
domestic debt stood at 33 percent and
percen respectively at end December 2(
while it was 36 percent and 55 perc
respectively at the end of 2(-13.

The interest rate cycle exhibited some reve
after bottoming out of policy rates a
flattening of the yield curve which led t
banks to redee the duration of their fixe
income portfolio to contain the effects

repricing risk while keeping intt their
preference to invest higher rats. Therefore,
banks opted to tilt their portfolio towards sh
term MTBs. Government received signifit
participation of R9,288 billion in the auction
of MTBs against the target Rs 7,500 billion,
however, the government mobilizeRs 8,007
billion. The auction wise details and relev
ratios related to MTBs are depicted thro
following graphs:

2,000

1,500

2500 Fig-9.9: T-Bills Auction Profile 2017-18 (JulyDecember

c )
s 1,000 g
= 5.9
Qo 500 5.7 g
”n X
14 <
0 55 o
o
Jul-17 Aug-17 Sep-17 Oct-17 Nav7 Dec-17
= Auction Target (Rs. in billion) 1,300 1,550 1,050 1,300 1,2 1,100
b Auction Participation (Rs. in billion 1,747 1,981 896 1,924 1,9 825
I Amount Accepted (Rs. in billion) 1,646 1,902 858 1,554 1,3 712
—=— 6 month T-Bill Yield (%) 5.82 5.90 5.90 5.90 5.9 5.98
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[1l. Unfunded Debt

The stock of unfunded debt (primarily made
of various instruments available under Natic
Savings Schemes) stood Rs 2,810 billion at
end December 2017onstituting around 18
percent of domestic delportfolio. The profit
rateson National Savings Scheme (NSS) h
remained unchanged since February 2
Unfunded debt recordedcehmobilization olRs
45 billion during first six months of curre
fiscal year compared withRs 53 billion
mobilized during the same period last ye
Most of the incremental mobilization cai
from Bahbood Saving<Certificates Rs 21
billion) and Pensioners' Benefit AccoulRs 9
billion).

Over period of time, thgovernment has take
various measures to transform CDNS fr
merely a retail debt raising m of the
government to an effective vehicle for financ
inclusion and provider of socisafety net to the

vulnerable sections of the society. In t
regard, following measures are Wwo
mentioning:

* CDNS is planning to introduce innovati
products in order to increase financi
inclusion of small savers and contribi
towards social safety net of deserv
segments of the society. In this resp
extension of Bahbood Savings Certifice
("BSCs”) to disabled persons, launch
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- Fig-9.10: T-Bills Auction Ratios 2017-18 (Julybecember)
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—a&— Acceptance/ Target 127% 123% 82% 120% 111% 65%
e

Shuhadas’ Family Welfa Accounts
(“SFWAs") for family members of martyi
and introduction of Overseas Pakiste
Certificates (“OPCs"), an exclusive sche
for nontesident Pakistanis are unt
consideration.

e Shariah compliant products are taking fi

roots in Pakistani socie and accordingly
CDNS is working on the possibility
launching Shariah Compliant Savir
Certificates.

 CDNS also bhecame the only r-banking

member  of  National Institution.
Facilitation Technologies (Pvt.) Limite
(“NIFT”") — the Banking Clearinghous
With this initiative, profits can be credit
directly into investor's bank accoun
thereby offering safety and security alc
with access to other banking servi

* A non{inancial mobile application “Qoun

Bachat Digital” has been launched wh
enable customers to view their profit
investments, transaction history and ¢
save prize bond numbers to be searche
the Prize Bond draws. CDNS also ente
into an agreement with the World Bank
roll-out Core Bank System, Enterpr
Resource PlannindERP), Data Warehou:
and Business Intelligence tools
streamline operations going forwa
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Table-9.7: Outstanding Domestic Debt (Rs billion)
2013 2014 2015 2016 2017(P) 2018(P) *
Permanent Debt 2,179.z 4,005.: 5,016.C 5,944.z 5,533.1 5,038.(
Market Loans 2.9 2.9 2.8 2.8 2.8 2.8
Government Bonds 0.7 0.7 0.7 0.7 0.7 0.7
Prize Bonds 389.€ 446.€ 522.5 646.4 747.1 792.7
Foreign Exchange Bearer Certificates 0.1 0.1 0.1 0.1 0.1 0.1
Bearer National Fund Bonds 0.0 0.0 0.0 0.0 0.0 0.0
Federal Investment Bonds 0.0 0.0 0.0 0.0 0.0 0.0
Special National Fund Bonds 0.0 0.0 0.0 0.0 0.0 0.0
Foreign Currency Bearer Certificates 0.0 0.0 0.0 0.0 0.0 0.0
U.S. Dollar Bearer Certificates 0.0 0.0 0.1 0.1 0.1 0.1
Special U.S. Dollar Bonds 4.2 4.4 4.4 4.5 4.5 4.7
Government Bonds Issued to SLIC 0.6 0.6 0.6 0.6 0.6 0.6
Pakistan Investment Bonds (PIBs) 1,321.¢ 3,223.5 4,158.% 4,925.C 4,391.¢ 3,850.8
GORP ljara Sukuk 459.2 326.4 326.4 363.¢ 3854 385.4
Floating Debt 5,196.2 4,610.¢ 4,612.¢ 5,001.6 6,556.¢ 7,589.1
Treasury Bills through Auction 2,921.C 1,758.¢ 2,331.: 2,771.€ 4,087.7 4,829.7
Rollover of Treasury Bills discounted SBP 0.5 0.5 0.5 0.5 0.5 0.5

Market Related Treasury Bills (MRTBS) 2,274 2,851.t 2,280.¢ 2,017.1 2,468.. 2,551.¢

Outright Sale of MRTBs to Banks = = = = = 207.3
Bai Muajjal - - - 212.€ - -

Unfunded Debt 2,146.5 2,303.6 2,570.. 2,680.¢ 2,765.. 2,810.4
Defence Savings Certificates 271.7 284.€ 300.€ 308.¢ 325t 331.€
Khas Deposit Certificates and Accounts 0.6 0.6 0.6 0.6 0.5 0.5
National Deposit Certificates 0.0 0.0 0.0 0.0 0.0 0.0
Savings Accounts 22.3 22.6 26.4 29.2 34.9 35.9
Mahana Amdani Account 2.0 1.9 1.8 1.8 1.7 1.7
Postal Life Insurance 67.1 67.1 67.1 67.1 45.8 46.1
Special Savings Certificates and Accounts  734.€ 738.8 867.5 896.5 9224 926.3
Regular Income Scheme 262.€ 325.4 376.C 359.8 338.¢ 343.¢
Pensioners' Benefit Account 179.8 198.4 214.1 234.7 253.4 262.7
Bahbood Savings Certificates 528.4 582.4 628.3 692.1 749t 770.7
National Savings Bonds 0.2 0.2 0.1 0.1 0.1 0.1
G.P. Fund 73.1 80.5 85.8 88.3 88.8 87.2
Short Term Savings Certificates 4.0 1.3 1.7 1.9 3.7 3.6
Total Domestic Debt 9,521.¢ 10,920.( 12,198.¢ 13,626.¢ 14,855.( 15,437.4

P: Provisional, *end-December, 2017

Source: Budget Wing, Finance Division and State Banof Pakistan

9.6.2 Secondary Market Activities in the in 2016-17. Consequently, average daily trading
Marketable Government Securities: volume increased to Rs 113 billion in July-

Pakistan has a mature and vibrant secondary €Pruary 2017-18 from Rs 60 billion in 2016-

market for marketable government debt 17. Accprdingly, the turnover ratio also surggd
securities. During first eight months of 2017- 1© 2.01 in 2017-18 (July-February) from 1.64 in
18, the secondary market trading volumes 2016-17. The significant increase in secondary
witnessed significant increase. Overall, trading Market trading volumes and turnover ratio is

volume of government securities was Rs 18,612¢XPlained primarily by higher issuances of
bilion during July-February, 2017-18 as liquid 03-months MTBs and lower issuances of

against Rs 14,779 billion during complete year P'BS and GIS, which exhibits greater buy-and-
hold behavior of long-horizon investors.
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Table 9.8: Secondary Market Trading Volume Rs billion
Government Security 2015-16 2016-17 2017-18
(Jul-Feb)
Treasury Bill - 3 Months 1,369 4,95¢ 12,974
Treasury Bill - 6 Months 2,142 3,06¢ 2,769
Treasury Bill - 12 Months 2,720 2,361 232
Sub Total 6,230 10,384 15,975
Pakistan Investment BondS -Year: 2,387 1,48( 755
Pakistan Investment Bond$ -Year: 959 1,19¢ 621
Pakistan Investment Bond46 Year. 1,018 853 588
Pakistan Investment Bond45 Year: 3 4 10
Pakistan Investment Bond26 Year. 10 19 11
Sub Total 4,378 3,54¢ 1,986
Government ljara Sukuk 653 84¢€ 651
Grand Total 11,261 14,779 18,612
Daily Average volume 44.9 60.3 112.8
End Period Stock 8,199 8,991 9,281
Turnover ratio 1.37 1.64 2.01

Source: State Bank of Pakista

Encouragingly, the share of outright trading  that nearly 81 percenRé 12,974 billion) of
the overall trading volumes, which include re  trading in MTBs was in -month alone. On the
and outright tradebas increased to 55 perct  other hand, thesecondary market trading
in 2017-18 (July-Februayyfrom 43 percent it both PIBs and Gl$ecorded aRs 1,986 billion
2016-17. Among the securities, MTI and Rs 651 billion irR01%18 (July-February)
comprised of about 86 perc (Rs 15,975 compared with R22,528 billion andRs 615
billion) of the overall secondary market trad  billion respectively in consponding period of
in marketable government securities dur  201647. This fall in trading volumes in Ps is
July-February, 20178. It is worth noticing  mainly attributed to lack of fresh issuanc

Fig-9.11: Share of Government Securities in Overall Trde Volume “MTBs ®PIBs #GIS
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Repo Market liquidity management in the interbank mar

compared with Rsl2,450 billion during the
same period of 20167. Among the rep
trades, 77 percemif the volume was generat

The trend of rising trade volumes of repo in
secondary market continued 2017-18 (July-
February) as R44,950 billionwere traded for
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in the overnight repo market. The significar
large trade volun® and high liquidity in thi
repo market for government securities m

that investors can efficiently meet th
temporary liquidity needs from domestic mot
market.

Table 9.9: Government Securities Based Transactio

Type Volumes ( PKR billion) Market Share (%)
2015-16 201€-17 2017-18 2015-16 201€-17 2017-18
(Jul-Feb) (Jul-Feb)
Repo 13,469 19,609* 14,950 54 57 45
Outright 11,261 14,779 18,612 46 43 55
Total 24,730 34,388 33,562 100 100 100

*The table provides full year data for 2(-17. Please note that in 2016-17 (Beb), R 12,450 billion were

traded in repo market.

Source: State Bank of Pakista

Secondary Market Yield Curve:

The market views that the interest rates
bottomed out and the 25 basis points policy
hike by SBP in Janug 2018 led to an overe
upward shift in the yield curve in Februz
2018 compared with the yield curves as of-

June 2015t6 and 201-17. While the vyield
curves at end-June 2016 and 2016-17 were
largely similar, the slight upward shi
particularly up to ongear horizon, in the er-
February, 201728 vyield curve indicate
effective translation of 25 basis points pol
hike by SBP.

Fig-9.12: Yield Curves
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9.7 External Debt and Liabilities
Pakistan’s External Debt and Liabilities (EC

include all foreign currency de contracted by

the public and private sector as well as fore
exchange liabilities of SBP. Out of ED
external public debt is defined as debt whic
serviced out of consolidated fund and owel
the International Monetary Fun

EDL stock stood at US$8.9 billion at enc
December 2017 out of which external pul
debt was US$ 66.9 billion. External public d
increased by US$ 4.4 billion during first half
the current fiscal yearln addition to nt

external inflows, translational losses on accc
of depreciation of US Dollar against otl
international currencies contributed wards
increase in external public debt durithe said
period.

Encouragingly, within external public debt, 1
largest component is multilateral and bilate
debt, constitting around 81 percent. The log
from multilateral and bilateral developme
partners are primarily aimed at remov
structural bottlenecks from Pakistan’s econo
These concessionand long termloans are
primarily utilized towards implementir
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structural reforms in areas of energy, taxation,potential output by promoting efficiency and
doing business, trade facilitation, education andproductivity. These development loans are,
promotion of small and medium enterprises thus, simultaneously adding to the debt
(SMEs). Such concessional lending programsrepayment capacity of the country.

are instrumental in enhancing Pakistan's

Table-9.10: Pakistan External Debt and Liabilities (US Dollar in billion)
2013 2014 2015 2016 2017 2018

(P) (P)*

PUBLIC EXTERNAL DEBT
1. Public Debt (i+ii+iii)** 48.1 51.3 50.9 57.7 62.5 66.¢
i). Medium and Long Term(>1 year) 435 47.7 45.8 50.0 55.5 59.4
Paris Clul 13.5 13.6 11.7 12.7 12.0 11.9
Multilateral 24.2 25.8 24.3 26.4 27.6 27.9
Other Bilatere 2.9 3.4 3.9 4.4 5.8 6.5
Euro Bonds/Saindak Bonds 1.6 3.6 4.6 4.6 4.8 7.3
Military Debt 0.1 0.0 - = = =
Commercial Loans/Credits - 0.2 0.3 0.9 4.8 53
Local Currency Bonds’ 0.0 0.0 0.0 0.0 = =
Saudi Fund for Development 0.2 0.1 0.1 0.1 0.0 0.0
SAFE China Deposits 1.0 1.0 1.0 1.0 0.5 0.5
NBP/BOC Deposil - - - - - -
ii). Short Term (<1 year) 0.3 0.7 1.0 17 0.9 1.2
Commercial Loans/Cred - 0.2 - 0.6 - 0.3
Multilateral 0.3 0.4 1.0 11 0.8 0.9
Local Currency Securities* 0.0 0.1 0.0 0.0 0.1 -
iii). IMF 4.4 3.0 4.1 6.0 6.1 6.3
of which Central Governme 15 0.7 0.1 - - -
Monetary Authorities 2.9 24 4.1 6.0 6.1 6.3
PUBLICLY GUARANTEED DEBT

2) Publicly Guaranteed Debt 0.6 0.5 1.0 1.3 1.2 14
i). Medium and Long Term(>1 year, 0.6 0.5 1.0 1.3 1.2 14
Paris Club - - - - - -
Multilateral 0.0 0.0 0.0 0.0 0.0 0.0
Other Bilateral 0.6 0.5 1.0 1.3 1.2 1.2
Commercial Loans/Credits - - - - - 0.2

Saindak Bonc = o - - - -
ii). Short Term (<1 year)

NON PUBLIC DEBT

3. Private Sector Debt 3.1 3.1 3.0 4.1 6.5 7.2
4. Public Sector Enterprises (PSEs Dek 1.2 15 15 15 15 15
5. Banks 1.6 2.0 2.3 2.7 4.5 4.7

Borrowing 0.7 11 1.3 1.6 3.3 3.5

Non-resident Deposits (LCY & FCY) 0.8 0.9 1.0 11 1.2 1.2
6. Debt liabilities to direct investors- intercompany debi 3.1 3.4 2.7 3.0 3.3 35
Total External Debt (1 through 6) 57.8 62.0 61.5 70.3 79.5 85.2

FOREIGN EXCHANGE LIABILITIES

7. Foreign Exchange Liabilities 3.1 3.3 3.7 3.6 3.6 3.7
Total External Debt & Liabilities (1 through 7) 60.9 65.3 65.2 73.9 83.1 88.9

P: Provisional *end-December, 2017 **excludingdbcurrency bonds/securities since they are ayrgaduded in
domestic debt

Source: Economic Affairs Division &State Bank of P&istan

Gross external loan disbursements recorded atrom main creditors during first half of 2017-18
US $5,692 million during first half of the are as follows:

current fiscal year, registered an increase of 44
percent compared with corresponding period of

last year. The details of gross external inflows

14¢

Disbursements from multilateral and
bilateral development partners were US$
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2,028 million. Within multilateral loan: December 2017 through ayear Sukuk
inflows were largely for the purpose and 10year conventional bon

energy and infrastructure projects wt
inflows from bilateral loans were main
receied from China against CPE
projects.

* Remaining funds were mobilized frc
commercial banks aimed at diversifyi
avenues for future funding nee:

The creditor wise disbursements are prese

. . b
Government raised US$ 2,5 million in in the table below:

Table-9.11: Creditor Wise Disbursements Details (Jul-December, 2017-18)

Financing Source Donor Disbursements
(US$ in million)
Multilateral Islamic Development Bal 750
Asian Developrent Bank 443
International Development Associat 132
International Bank for Reconstruction and Developt 87
Other: 25
Multilateral Total (A) 1,437
Bilateral China 507
Japan 47
Saudi Arabii 23
Other: 14
Bilateral Total (B) 591
Eurobonds/Sukuk (C) Eurobond/Pakistan International Sukuk 2,500
Commercial Banks ICBC-Ching 500
Citi Bank 267
SUISSE AG,UBL,ABL 255
SCB (London 142
Commercial Banks Total (D) 1,164
Grand Total (A+B+C+D) 5,692

Source: Economic Affairs Divisior

The trends in gross disbursement of external Ié@mmns 2014 are shown in the graph bel

Fig-9.13: Trends in Gross Disbursement of External Puld Debt
12,000 (US$ in million)
10,000
8,000 _l j
6,000 j
4,000 I
2,000 | :
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9.7.1 External Debt Servicing

External public debt servicing went up by
percent to settle dt)S$ 6,440 million during
201647 compared with US$ 4,340 millic
during the preceding fiscal year. The hig

repayments  against  multilateral loa
Eurobonds, Paris Club Countries ¢
commercial loans mainly led to this increase
addition, the governemt repaid Safe Chir
Deposits amounting US$ 500 millic

Table-9.12: External Public Debt Servicing

Years Principal Interest Amount Rolled Total
Over
(US Dollar in million)
2012-13 4,794.6 800.4 500.0 6,095.1
2013-14 5,220.0 774.6 1,000.0 6,994.5
2014-15 3,500.3 974.5 1,000.0 5,474.8
2015-16 3,213.1 1,126.7 1,248.3 5,5688.1
2016-17 5,126.7 1,313.2 500.( 6,939.9
2017-18* 2,082.5 782.6 - 2,865.1

*July-December, 2017

Source: Source: SBP, Economic Affairs Division an®ebt Policy Coordination Office , M/o of Finance

During first half of thecurrent fiscal yeal
servicing of external public debt was recor:
at US$ 2,865 million. Segregation of tl
aggregate number shows repayment of |
2,083 million towards maturing externalblic
debt stock while interest payments were

783 million. The main components of di
servicing were repayment against multilate
and bilateral loans which amounted to L
1,069 million during the periocThe trends in
external debt servicing from 14 are shown in
the graph below:

Fig-9.14: Trends in Debt Servicing of External Public bt
6,000 (US$ in million)
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A country can achieve external d¢ even with much lower volume of forei

sustainability if it can meet its current a
future external debt service obligations, with
debt rescheduling or accumulation of arre
and without compromising growth. Exter

public debt repayment obligatiorof Pakistan
are not more than an average of US$ 5.5 bi

per annum until 2023Keeping in view th
track record of the country, e repayments
should not raise any concern as Pakistan
successfully met higher repaent obligations
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exchange reserves. Furthermore, exte
inflows are expected to be sufficient to m
these repayment obligations. Government
cognizant of developing trends in balance
payments and has taken seral remedial
measures to keep current account deficit wi
manageable limits The projecte external
public debt repaymertiased on outstanding
December 31, 2017 is presented through
graph below:
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Fig-9.15: External Public Debt Repayment Projections (8% in million)
(Based on Outstanding at December 31, 2
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9.7.2 Impact of Exchange Rate by depreciation of US Dollar against Euro

Fluctuations

In Pakistan, external loans are contracte:
various currencies, however, disbursements
effectively converted into Pak Rupee. Since
Rupee is not an internationally traded currel
other international currencies are bought
sold via selling andbuying of US Dollar
Hence, the currency exposure of foreign
originates from two sources: US Dollar/otl
foreign currencies and Pak Rupee/US Do
Thus, any movement in international current
(in which debt is contracted) and PKR-a-vis
US Dolar can change the dollar and Pak Ru
value of external debt respectively. While
must be taken into accoutttal domestic debt
does not carry currency risk since it
denominated in Pak Rupee.

In addition to net external inflows, depreciat
of US Dollar against other internation
currenciesresulted in increase in US Doll
value of external public debt, primarily driv

SDR by 4.9 percent and 2.3 perc
respectively. In Dollar terms, external puk
debt recorded at US$ 66.9 billion at €
December 2017, registering a growth of

percent over June 2017 while in Pak Ru
terms, the external public debt increased
12.6 percent to reach R 7,382 billion at end
December 2017. This difference in wth is
primarily attributed to Pak Rupee deprecial
against US Dollar during first half of curre
fiscal year.

9.7.3 External Debt Sustainability

The external debt sustainability can be asse
through two types of indicators; (i) solvent
indicators ad (ii) liquidity indicators. Solvenc
indicator such as external d-to-GDP ratio
shows debt bearing capacity while liquid
indicators such as external debt servicing
foreign exchange earnings ratio shows ¢
servicing capacity of the count

Table-9.13: External Debt Sustainability Indicators

(In percent)

ED/FEE (times)

ED/FER (times)

ED/GDP (Percentage)

ED Servicing/FEE (Percentag

2013 2014 201¢ 2016 2017
1.0 1.0 1.0 1.1 1.2
4.4 3.6 2.7 2.5 2.9

20.8 21.0 18.8 20.7 20.5
111 11.7 8.5 8.5 12.4

FEE:Foreign Exchange EarnincED: External Public Debt; FEREoreign Exchange Reser
Note: The above ratios are calculated based on (l&mamounts

Source: Debt Policy Coordination Office Ministry of Finance
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External public debt to GDP ratio decreased toincreased and recorded at 3.3 times.

20.5 percent at the end of 2016-17 from 20.7

percent at the end of 2015-16 while it was 20.89-8 Pakistan’s Link with International

percent at the end of 2012-13, indicating Capital Market

relative reduction in external debt burden of the The issuance of Eurobonds has had great
country. Higher repayments coupled with significance for Pakistan as it not only
translational gain on account of appreciation ofintroduced Pakistan back into international
US Dollar against other international currencies capital market but has also allowed access to
resulted in reduction of this ratio at the end of foreign sources for building country’s reserves

2016-17. By end December 2017, this ratiothat paved the way for exchange rate stability.
stood at 21.4 percent. Further, the proceeds from Eurobonds were

utilized to retire the expensive domestic debt.
ED to FEE ratio increased marginally and

settled at 1.2 times during 2016-17 comparedPakistan tapped the international capital
with 1.1 times during 2015-16. Similarly, ED Markets in December 2017, raising US$2.5

Servicing to FEE ratio increased to 12.4 percent_bIIIIon via a dual tranche issuance which

. . - luded a US$1 billion 5-year Sukuk and a
in 2016-17 from 8.5 percent in 2015-16 while Inc - .
this ratio stood at around 10.7 percent duringIandmark US$1.5 billion 10-year conventional

first half of current fiscal year. The lower bond. The conventional issuance was important,
. . ’ . being the largest single tranche ever raised b
growth in FEE during 2016-17 led to increase 9 g g y

i th : hich b i o dPakistan at the lowest coupon rate of 6.875
In these ratios which can be mainly attributed ye cant for a 10-year bond. The order book for

to: Pakistan’s sovereign paper was over US$ 8
L billion. However, the government decided to
* Stagnatl_on n eXP‘_’”S largely due to glqbal pick up only US$ 2.5 billion in order to ensure

economic  conditions, low commodity oy fina| yields on Sukuk and Eurobond. Such

prices and bottlenecks in the energy andqyersubscription and overwhelming response of
infrastructure sectors of the economy; and global investors is evidence of trust and

«  Workers' remittances remained marginally confidence of international capital markets in
lower than the preceding fiscal year due to the economic policies of the government. The

adverse economic conditions in the Middle °'ders were placed by numerous blue chip

i : ; institutional international investors from all
Efa;tr,e)s('i[:mgent USA regulations and impact across the globe. Around 44 percent of the

orders were placed by investors from Europe,
Reduction in external debt in relation to foreign 24 percent from Asia, 20 percent from North
exchange reserves reflects consolidation ofAmerica, 8 percent Middle East and 12 percent
foreign exchange reserves and generalffom other regions.

improvement in country’s repayment capacity. . . .
This ratio started improving since 2012-13 from Es\ll('eStagnse:gﬁer?ri[é%réalwiﬁrgi?q%r;dzoalgd tiﬁuekrllj dk
4.4 times towards 2.9 times at the end of 2016- 9 y

17 Whil derate decline in forei h 2017, with Pakistan 2016, 2017, 2019, 2024
) lie moderate decline in foreign exchange , 4 5036 ponds broadly trading at a premium

reserves on account of increase in Curenty,ing this period. Since February 2018, there
account deficit during 2016-17 led to a slight 55 heen a change in global markets, with 10-
Qecllne in this ratio during _the said p_erlod. It is year UST benchmark briefly touching a 4-year
important to note that increase in current high and subsequent increase in rates by the US
account deficit was mainly due to increase infFed adding to the volatility. As a result of
imports of machinery, industrial raw material contractionary monetary policy environment
and petroleum products. These imports areand other market factors coupled with macro-
enhancing the productive capacity of the economic developments, there has been an
economy for higher output and exports in increase in yields of Pakistan bonds and Sukuk
future. At end December 2017, this ratio in the secondary market with all instruments
apart from Pakistan 2024 and 2025 are
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currently trading at a discount. However, 2018 for the sixth time since the policy making
Pakistan Eurobond market is moving towards Federal Open Market Committee began raising
stability after withnessing some volatility both interest rates in December 2015. This was
from domestic and international fundamentals.accompanied by a more bullish economic
It is evident from the fact that the yield on 10- forecast for the US economy. Despite increase
year bond with a maturity of 2027 has reducedin benchmark rates, EM issuances have
by 75 basis points after incorporating recentcontinued to remain strong with several
impact of FED rate hike and PKR depreciation. sovereigns in the single B rating category

International Yield Environment: accessing markets in first quarter of 2018.

The US Federal Reserve raised rates in March

Table-9.14: Secondary Trading Levels:

Bond Ratings Maturity Size Coupon Price  Yield (%)
M S&P F (% in million) (%)
EM Sovereign Bonds

Pakistan B3 B -- Apr-19 1,000 7.25 101.9 5.4
Pakistan B3 B -- Dec-19 1,000 6.75 101.9 5.6
(Sukuk)

Pakistan B3 B B Oct-21 1,000 5.50 98.1 6.1
(Sukuk)

Pakistan B3 B -- Apr-24 1,000 8.25 105.0 7.2
Pakistan B3 B B Sep-25 500 8.25 105.1 7.3
Pakistan B3 B -- Mar-36 300 7.875 96.4 8.3
Pakistan B3 B -- Dec-22 1,000 5.625 95.6 6.7
(Sukuk)

Pakistan B3 B -- Dec-27 1,500 6.875 95.1 7.6

Source: Reuters, 13 March 2018

9.9 Recent Developments in Public Debt  February 2018 out of which external public
debt was US$ 69.3 billion. Disbursements

Total public debt provisionally stood at Rs against external public debt were cumulatively
23,608 billion at end February 2018 while Total recorded at around US$ 7,300 million during

Debt of the Government was Rs 21,552 billion. . . . .
Gross Domestic debt recorded an increase of RgrSt eight mo_nths of current fiscal year while
1,093 billion during first eight months of extc_arnal pL.Jb“C debt Servicing was US$_3’338
current fiscal year while external debt increasedmh!Illon during the sa|d|p§r|8d. Se.gr.egatmn gf
by Rs 1,107 billion. In addition to financing of this aggregate external debt servicing number
fiscal deficit, (i) increase in credit balances of shows repayment of US$ 2’42(.) million in
the government with banking system: (i) respect of maturing external public debt stock

depreciation of Pak Rupee against US DoIIar;and interest payments of US$ 918 million.
and (iii) depreciation of US Dollar against other g 109 conclusion

international currencies contributed towards the _ _ _
increase in debt. Government is committed to accomplish

objectives outlined in the Fiscal Responsibility
In-line with trends witnessed during first half of and Debt Limitation Act, 2005. Going forward,
current fiscal year, increase in domestic debtthe prime objectives of public debt management
was dominated by mobilization from short term remain: (i) fulfilling the financing needs of the
floating debt while permanent debt and government at the lowest possible cost,
unfunded debt continued the same trajectoryconsistent with prudent degree of risk; (ii)
during January-February, 2018. EDL stock broadening the investor base and having well-
provisionally stood at US$ 91 billion at end functioning domestic debt capital markets; (iii)
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lengthening of maturity profile of its domestic debt repayment capacity of the country.
debt portfolio to reduce re-financing and Further, it is important for the government to
interest rate risks; and (iv) mobilization of adopt an integrated approach for economic
maximum available concessional external revival and debt reduction. Thus, implementing
financing to enhance potential output of the structural reforms that boost potential growth
economy by promoting efficiency and remain key to ensure public debt sustainability.
productivity, thus, simultaneously adding to the




