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ABSTRACT
This study aims to provide the empirical evidence of effects of International Monetary Fund (IMF) programs on Pakistan’s macroeconomic performance during 1971-2016 for which time-series for key variables including GDP growth, inflation rate, unemployment rate and current account balance have been assembled. We employ an Autoregressive Distributed lag Model (ARDL) model to test this impact. Our results show that over the overall period IMF Programs have had a positive impact on current account balance but a negative impact on inflation and unemployment rate. However, there is negative impact on GDP growth but it is not statistically significant. 
In addition to the overall exercise we have analyzed in detail the two recent IMF Programs in chapter 7. Our comparison shows that Pakistan suffers from serious structural imbalances and while IMF programs provide short-term relief in terms of restoring macroeconomic equilibrium they have failed to put the economy on a sustainable growth path.
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CHAPTER 1
[bookmark: _Toc527725389]INTRODUCTION
IMF programs to correct a country’s severe and unsustainable disequilibrium in its balance of payments and risk of going into default have generated considerable debate and controversy. These programs which are entered into between the IMF and the government after agreeing on the size of financial support to be provided by the IMF and the terms and conditions on which this loan is to be repaid consist of two parts. The first are the set of stabilization policy measures the country agrees to adopt to restore macroeconomic equilibrium through an orderly reduction in aggregate demand to reduce the fiscal and current account deficit to a sustainable level. The second, what are termed as structural adjustment measures, are a set of economic and administrative reforms directed to improve the efficiency and productivity of the economy to ensure sustainable growth with macroeconomic stability over the medium to long term.
Once these conditionalities are agreed upon the IMF approves the loan and releases the first payment to the country to provide immediate relief to its deteriorating balance of payment situation. The loan is further divided into tranches which are paid subject to progress on the implementation of the reform measures that have been agreed upon. The IMF program can be cut short if the government no longer feels the need for further support or through mutual agreement if the conditionalities are not implemented according to the time frame agreed upon. In some cases if sufficient justification is provided by the government the IMF may provide a formal waiver in the form of more time to undertake the reform or review its importance in the framework.
Stabilization Policies
A typical IMF stabilization package involves: a) decrease in the budget deficit through a combination of an increase in taxes to generate additional revenues, removal of subsidies  and a decrease in government expenditures, b) restricting and monitoring money supply through reducing central bank credit to the government and commercial banks to both the government and the private sector, c) devaluation to the extent the currency is overvalued  with the aim of encouraging exports and limiting  imports, d) removal of price controls (including interest rates), e) wage freeze and where possible wage cuts (Gillis, 1992). These policy measures more often than not can result in a sudden and sharp slowing down in GDP with resultant increasing unemployment and  rising prices as subsidies are reduced or withdrawn resulting in increasing poverty especially amongst the most vulnerable groups. The duration and intensity of the stabilization program varies across countries dictated by the macroeconomic disequilibrium that has to be overcome. In many cases the combination of the measures that the IMF recommends to reduce the degree and duration of imbalances of the balance of payments is set within the context of achieving in the medium and long term  price stability and satisfactory rates of economic growth (Frenkle & Khan, 1990).
Structural Reforms
These stabilization policy measures are accompanied by a set of policy reform measures which are aimed at changing the inefficient structure of the economy which are primarily responsible for the current or recurring balance of payments problems and so moving it towards a more efficient and sustainable growth path and also ensure the repayment of the loan that it has received from the IMF. These measures can include taxation reforms to increase revenues and reducing the fiscal deficit, trade policy reforms that reduce high levels of protection being provided and resulting in an anti-export bias that retard export growth, removing untargeted and unsustainable subsidies, financial sector reforms to improve functioning of the banking system, privatizing of loss making public sector enterprises as well as public utilities and improving governance through a series of administrative reforms. These reforms which are to be continued over the medium-term are expected to avoid in the future the recurrent macroeconomic imbalances that the country is currently facing or has done so in the past.
A vast body of literature exists on the effect of IMF programs and policies on macroeconomic outcomes, primarily economic growth, balance of payments, inflation, unemployment, poverty and the budget deficit during the period of the IMF program or in years following its completion but the evidence is inconclusive. Most studies cover and compare the experiences of a number of countries and few single-country analyses are conducted. Some cross-sectional country studies have found positive impact of IMF programs on overall balance of payment and current account balance such as Khan (1988), Haque and Khan (1998) and Bordo and Schwartz (2000).
 More importantly, IMF lending practices have been subject to frequent criticism with the Fund being accused of being anti-poor and anti-growth (Ahmad (2012). Przeworski & Vreeland (2000) provide evidence that growth rates decline under IMF programs. Further Evrensel (2002) finds that IMF programs result in negative impact on the overall macroeconomic environment especially in depressing investment. Goldstein & Montiel (1986) argue that IMF programs have negative impacts on economic growth. Garuda (2000) finds that the IMF policy packages result in  increase in poverty. Ahmad & Mohammed (2012) argue that IMF programs can only bring short-term gains but which in many cases are at the cost of long-term growth and economic stability. Dreher ( 2006) argues that IMF programs and economic growth are negatively related. Bird (2001) argues that IMF programs have had adverse effects on participating countries. These results are in line with the studies of Barro  (1998), Stiglitz (2000), Evrensel (2002),  Barro & Lee (2002), Hutchison  (2003) and Easterly (2005) conclude that IMF programs in most cases lead to a deterioration in the country’s macroeconomic conditions. Most damaging is the finding that many countries funded by the IMF tend to fall back to their previous status of inefficient growth that again generates macroeconomic disequilibrium and therefore suggest that it is imperative for the IMF to ensure enforcement of economic reforms included as part of the conditionality for the release of loans in the IMF program so as to push nations out of recidivism. 
The literature, though limited, related to the impact of an IMF program on the single country also suggests its adverse effects on macroeconomic outcomes. Zaki (2001) argues that Egypt’s was successful in implementing IMF programs and achieving its targets during the 1990s through the sharp decline in government through deficit central bank financing but the programs had no positive impact on the overall growth of Egypt. Similarly, Yeldan (2001) describes the unsuccessful experience of IMF program in controlling inflation in Turkey adopted in 1999. He claims that only modest improvement was gained in reducing inflation which was at the expense of destabilization of the economy including lowering of economic growth. Kaplan & Rodrik (2001) argue that Malaysia recovered from the Asian financial crisis through its own independent policy of capital controls in 1998 as compared to other countries (such as Korea and Thailand) which resorted to IMF support and advice during this crisis. 
In the context of Pakistan, very little evidence is found on the effectiveness of IMF programs on its economy. Iqbal & Bilquees (1994) find that growth decreases, inflation rises, and exports growth remain insignificant under an IMF program. They also found that government current consumption also rises during IMF programs. Kemal & Naseem (1994) suggest that due to privatization of state run enterprises as part of the IMF program in years in which this measure is undertaken in Pakistan the unemployment situation further worsened accompanied by rising inequalities and poverty. These findings were further supported by Bengali et al. (2001) who conclude that IMF focus on stabilization leads to an adverse impact on economic growth. They propose that the objective of an overall increase in growth rate should be given priority than just the emphasis on stabilization during the period of IMF programs. 
A more recent study of Hakro & Ahmad (2006) relates to their findings of the impact of IMF lending on macroeconomic outcomes in Pakistan. They evaluated the impact of IMF programs, policy shocks and exogenous variables (including terms of trade, money supply, bank rate, net capital inflows) as independent variables on GDP growth, current account balance, unemployment, inflation rate and budgetary balance of Pakistan from 1973 to 2000. They find adverse effects of IMF lending on inflation, current account balance and unemployment. Only the budget deficit has shown improvement during IMF programs. Their findings in terms of economic growth turned out to be inconclusive.
The most recent study by Amjad (2015) has analyzed Pakistan’s macroeconomic performance during the Musharraf government (1999-2007) and the Pakistan Peoples’ Party (PPP) government that followed it (2008-13) and since both were for some significant part of their tenure under an agreed IMF program (or ‘under “IMF tutelage” as he terms it) he identifies a number of weaknesses of these programs. Amongst these an important conclusion he draws is that in both cases the governments failed to gauge the deflationary impact of the stabilization package which brought the economy to a virtual standstill and the large cuts it entailed in planned development expenditure. Amjad (2015) also makes the important point that the structural reforms agreed upon under the IMF programs are based on the “fundamental premise that a market-driven private sector is the cure for economic ills” and in many cases this assumption leads to adoption of reforms including closing down of state-run enterprises ”the consequences of which has not been sufficiently thought through” (Ibid, p. 85).
It is important also to point out that the IMF has itself carried out detailed reviews of its programs both during their implementation as well as afterwards. An important study in this regard was the evaluation conducted by the Independent Evaluation Office of the International Monetary Fund (IEO, 2002) on prolonged users of  IMF resources based on the performance of selected countries including Pakistan. The study reviewed in depth Pakistan’s prolonged dependence on IMF since 1971 and more specifically during the period 1988-2000 when Pakistan was under almost continuous IMF programs and drew some important conclusions on the limited success of these programs and their effectiveness - the most important of which was “that these stemmed from both design and implementation flaws including overoptimistic assumptions and unrealistic objectives.”
[bookmark: _Toc520573287][bookmark: _Toc527725390]Aim of the Study
This research study examines and analyzes the macroeconomic impact of IMF Stabilization policy measures during the duration of the IMF program to draw lessons on how to improve the design and sequencing the stabilization package of such programs especially in terms of reducing to the extent possible its sharp negative impact on GDP, unemployment, prices and poverty and in creating conditions for an economic revival as soon as the macroeconomic conditions improve.
It is important to point out that while a stabilization package is accompanied by an agreed number of Structural Adjustment measures primarily aimed at removing the causes of the macroeconomic disequilibrium including higher revenue collection, improved efficiency through tariff reforms, increase productivity and competitiveness, the primary focus of the study is not on the latter. This is for a number of reasons including the fact that these policy reforms are not the core function of the IMF and only have more recently been made part of an IMF program for which many believe it is neither fully equipped and more importantly not fully responsible as the success or failure on the implementation of these structural adjustment measures are primarily the responsibility of the Pakistan government. What the study, however, will argue is that the recurring macroeconomic crisis the country faces with increasing frequency primarily stem from the inability and lack of political will of the government to undertake the necessary structural reforms.
[bookmark: _Toc520573288][bookmark: _Toc527725391]Research Gap
 There is a dearth of literature which empirically investigates the impact of an IMF program on key macroeconomic outcomes in a single country context with a few exceptions. Most of the studies in context to Pakistan analyze the impact of total foreign assistance on the macroeconomic performance of the economy. Only a few studies analyze the impact of IMF stabilization policy measures on the macroeconomic situation. The most recent study in this context is done by Hakro & Ahmad (2006) which investigates the impact of IMF lending on macroeconomic outcomes but only from 1973 till 2000.
To fill in the gap this study aims to empirically investigate the impact of the stabilization part of the many IMF programs agreed upon and implemented in Pakistan on major macroeconomic variables over the period 1970 to 2016 thus covering the two most recent programs entered into in 2008 and 2013 as well as examining earlier programs in the light of these two programs.	
[bookmark: _Toc514193832]
Research Question
The underlying study aims to answer the question:
To what extent IMF programs have affected Pakistan’s macroeconomic performance as reflected in key economic variables: GDP growth, unemployment, poverty fiscal and current account balance) for the overall period 1971 to 2016 during the duration of programs.
 Drawing on a detailed analysis of the last two programs undertaken in 2008-11 and 2013-16 and their economic impact, what lessons can be drawn from this analysis in negotiating designs of IMF  programs in the future?
[bookmark: _Toc514193833][bookmark: _Toc527725392]Research objective: 
This broad aim of the study is to evaluate the impact of IMF programs on Pakistan’s economic development. Specifically It has two main objectives:
· To investigate the impact of IMF programs on the macroeconomic situation as related to economic growth, unemployment, fiscal and current account deficit, inflation and poverty.
· To draw policy conclusions based on this analysis to suggest improvements in design, sequencing and in cushioning the impact of these programs especially on poverty and vulnerable groups for future IMF programs to be entered into between the IMF and Pakistan.
[bookmark: _Toc514193834]Research Methodology:
The study is divided into two main parts; first part analyses the macroeconomic impact of IMF programs during the overall period of 1971 to 2016. In the second part, we specifically compare and contrast the macroeconomic impact of the IMF 2008-11 program with the IMF 2013-16 program.
Outline of the Chapters
The thesis is organized as follows:
After the introduction in Chapter 1, Chapter 2 relates to the IMF and its main lending instruments. The existing empirical literature related to the effectiveness of IMF programs is resented in Chapter 3.  It furthers in retrospect provide an overview of history of Pakistan participation in IMF programs.  Further Chapter 4, presents the methodology used for carrying out the research and tools and techniques to analyze the data generated are discussed at length. Chapter 6  presents the findings and its discussion based on an empirical analysis. Chapter 7 includes the critical analysis of last 2 programs of IMF in Pakistan. Finally, in chapter 8, a conclusion along with policy implications for future research areas is presented.  
 


[bookmark: _Toc520573292][bookmark: _Toc527725393]CHAPTER 2 
[bookmark: _Toc520573293][bookmark: _Toc527725394]IMF & ITS LENDING INSTRUMENTS[footnoteRef:1] [1:  This chapter relies heavily on IMF fact sheet; IMF Lending, 2018.	       ] 

[bookmark: _Toc520573294][bookmark: _Toc527725395]Introduction: 
IMF is a financial institution which lends money to its member countries to help them rectify their balance of payments imbalances. This allows member countries to focus on other issues of currencies stabilization, import payments etc. IMF does not lend for specific projects like development banks do. 
[bookmark: _Toc520573295][bookmark: _Toc527725396]Mechanism of Lending:
When a country approaches IMF for help, the IMF staff team evaluates the economic and financial situation of the country with its government in addition overall financing needs and they agree on suitable policy solution. Typically, it constitutes a set of economic policies which is presented before IMF lends to the country. The most important part of IMF lending is the policy conditionality which comprises of the policy actions that government commits to undertake under the IMF program (see table 1).  This set of policy reforms constituting the IMF arrangement is presented to Fund’s Executive Board in a “Letter of Intent” and is given in further detail in a “Memorandum of Understanding”.
IMF reviews the progress of program through monitoring the implementation of the policy actions. On the other hands, there are also arrangements in which countries do not need to fulfill these conditions as they already have made their commitments to sound policies (FCL, PLL) or in case of arrangements under urgent and dire needs (RFI, RCF). In general, the funds will only be repaid if the country returns to healthy economic and financial position.
IMF resources are extended to a country upon reaching a point of understanding over the policies and financing package whereby recommendation is made to IMF’s Executive Board to approve the country’s policy objectives. In case of immediate need of resources, the process can also be advanced under the Emergency Financing Mechanism.
[bookmark: _Toc520573296][bookmark: _Toc527725397]IMF Lending Instruments
IMF has various lending instruments that are customized for different sorts of balance of payments need and also for specific needs of different economies (see table 2.1 below). There are broadly two type of lending instruments; concessional and non-concessional which are discussed in detail as following:
1) [bookmark: _Toc520573297][bookmark: _Toc527725398]Concessional Lending
For low income countries (LICs), concessional lending facilities are provided through Poverty Reduction and Growth Trust (PRGT).IMF has come up with innovative lending programs as it continues to adapt to unique challenges faced by LICs. To deal with scenarios of poor countries, borrowing is made available on easier financing terms. The PRGT is given through :
· Extended Credit Facility (ECF): which finance countries with sustained engagement in medium- to long-term balance of payments problems
· Standby Credit Facility (SCF): which finance the LICs with actual or potential short-term balance of payments and adjustment problems caused by either internal or international shocks—this facility is also used on  precautionary basis during times of increased risk and insecurity
· Rapid Credit Facility (RCF): in this facility immediate financial support is given one time to  countries facing critical balance of payments needs— payments may be repeated but for limited period if imbalance in balance of payments reoccur. 
Nonfinancial assistance is also provided to countries in the form of policy advice under the Policy Support Instrument (PSI), which helps LICs that are in a broadly stable macroeconomic position and thus not in need of IMF financial assistance. The PSI can be converted to SCF if financial need arises.
All these facilities are currently interest free but they have different maturities and grace periods[footnoteRef:2]. The IMF Executive Board brought changes in facilities under PRGT in October 2016 and set interest rates at zero for at least through the end of December 2018.  [2:  The grace period for principal is the period from the date of signature of the loan or the issue of the financial instrument to the first repayment of principal. The repayment period is the period from the first to last repayment of principal. Maturity is the sum of both periods: grace plus repayment periods.] 

2) [bookmark: _Toc520573298][bookmark: _Toc527725399]Non-Concessional Lending
Loans provided under non-concessional lending include: Stand-By Arrangements (SBA), the Flexible Credit Line (FCL), the Precautionary and Liquidity Line (PLL), and the Extended Fund Facility. As opposed to  concessionary instruments, these loans carry a market-based interest rate known as the “rate of charge[footnoteRef:3]”. If the loan exceeds a certain limit, IMF may also impose an additional surcharge (derived from the SDR[footnoteRef:4] interest rate). The ceiling for amounts that can be drawn through these loans –the access limit[footnoteRef:5]- depends on the type of loan and is based largely on the IMF quota of the borrowing country. However, exceptions in the ceiling may be allowed in extraordinary cases. Otherwise, the grant of these loans does not follow a pre-set cap. Moreover, the Rapid Financing Instrument (RFI) by the IMF deals with immediate and pressing problems a country faces particularly those pertaining to balance of payments [3:  The rate of charge is based on SDR interest rate which is revised weekly to take into account of changes in short term interest rates major international money markets.]  [4:  The IMF issues an international reserve asset known as Special Drawing Rights (SDR) that can supplement the official reserves of member countries. IMF members can voluntarily exchange SDRs for currencies among themselves.]  [5:  The maximum amount that country can borrow from IMF is known as its access limit. It varies depending on tye of loan but it is typically a multiple of the country IMF quota.] 

i. [bookmark: _Toc520573299][bookmark: _Toc527725400]Stand-By Arrangement (SBA)
 Since its inception, the IMF has made most of its lending in the form of SBAs, through which borrower countries have targeted immediate issues in their balance of payments. The lending planned out in installments in which each installment qualifies its disbursal when set targets are met. This form of assistance has a period of 12-24 months and borrowers are required to complete all the loan payments within 3¼-5 years of the first disbursement. Borrowers through the SBA have some room to plan their own phases and may have front-loaded access. It can also be availed as a stand-by loan in which funds may be obtained only when needed.
ii. [bookmark: _Toc520573300][bookmark: _Toc527725401]Extended Fund Facility (EFF)
In 1974, the EFF was made available to provide assistance in maintaining balance of payments against deep-rooted economic problems. In the backdrop of the latest economic crisis, EFF has seen increased use as borrowers work to make amendments in their basic structure. The assistance carries on for a longer period of that of SBA and up to three years of assistance may be planned out. However, this period may extend to as long as four years if the balance of payments requires a longer assistance, or if macroeconomic conditions face protracted problems, and if the borrower shows both the ability and will to make fundamental rectification in structure. Starting from the date of disbursement, this loan is returned in 4½–10 years. 
[bookmark: _Toc520573301]

	Purpose
	Facility
	Financing
	Duration
	Conditionality

	Present, prospective, or potential BoP[footnoteRef:6] need [6:  BoP stands for balance of payment.] 

	SBA
	GRA
	Up to 3years but usually 12-18 months
	Ex-post

	
	SCF
	PRGT
	1-2 years
	

	Protracted BoP need/ medium term assistance
	EFF
	GRA
	Up to  4 years
	Ex-post, with focus on structural reforms

	
	ECF
	PRGT
	3-4 years extendable to 5 years
	

	Actual and urgent BoP need
	RFI
	GRA
	Outright purchase
	No Fund-supported program/ ex-post but prior action possible

	
	RCF
	PRGT
	Outright disbursement
	

	Present, prospective or potential BoP need
(very strong fundamentals and policies)
	FCL
	GRA
	1 or 2 years
	Ex-ante (qualification criteria) and annual reviews for 2 years arrangement

	Present, prospective or potential BoP need
(sound fundamentals and policies)
	PLL
	GRA
	6 months (liquidity window) or 1-2 year
	Ex-ante (qualification criteria) and ex-post

	Non-financial/ signaling instruments
	PSI
	n/a
	1 to  years, extentable to 5 years
	Ex-post

	
	PCI
	n/a
	6 months to 4 years
	


		Table 2.1
Source: IMF lending ;IMF Factsheet, March 18, 2018. 
http://www.imf.org/en/About/Factsheets/IMF-Lending


[bookmark: _Toc527725402]CHAPTER 3
[bookmark: _Toc520573302][bookmark: _Toc527725403]PAKISTAN AND IMF
[bookmark: _Toc520573303][bookmark: _Toc527725404]A Historical Perspective
In 1958, under the Ayub Khan’s government,  Pakistan took its first loan from IMF which was Standby agreement of worth SDR 25 million for ten months. However due to generous aid, both bilateral and multilateral, the amount of loan was not withdrawn and it was cancelled. Under the same government, two Stand-by arrangements (SBA),1 year each, were made in 1965 and 1968 which worth SDR 37.5 million and SDR 75 million respectively.
[bookmark: _Toc520573304][bookmark: _Toc527725405]First Phase of Lending (Period 1970 to 1988)
This time was characterized by repeated but discontinuous use of IMF resources. From 1970 to 1988, Pakistan had five arrangements with IMF. Early 1970s, political scene of Pakistan changed drastically with the separation of East Pakistan and formation of separate state of Bangladesh in 1971. Pakistan People’s Party (1971-77) under the leadership of Bhutto, made economic policies, which had increased role of government and initiated nationalization. During the Bhutto’s government, IMF granted four Stand-by loans collectively of worth SDR330 Million. Before the mid-1970s, stabilization and structural adjustment programs by IMF did not play a significant role in management of economies in developing countries (Zaidi, 2015). Only one out of four SBAs was not fully disbursed. Rupee was devalued by 56% in May 1972 and the multiple exchange rate system were ended in accordance to the instructions by IMF. Pakistani rupee was pegged on dollar and the exchange rate was transited to Rs. 11 from Rs. 4.76 per US dollar. Policies related to imports and custom tariffs were also revised and import duties were decreased. Luxury items were banned for import. From 1971 to 1974, there was rise in exports caused by the devaluation of rupee. After 1974, exports of Pakistan fell substantially due to factors including floods of 1973 and pest attack on cotton in 1977 and 1978( as cotton was the major source of foreign exchange earnings). Also domestic inflation had adverse effect on exports due to which the goods lost their competiveness. The drastic rise in oil prices in 1973 by OPEC countries put severe consequences on countries import bill. Although the pressure on balance of payments was eased by foreign remittances but terms of trade had already been deteriorated due to imbalance in imports and exports. This situation of balance of payments made Pakistan to reach IMF again and again during this time span. These programs although successful could not sustain the improvement in underlying imbalances (Annual Report of State Bank of Pakistan, 2008). 
These SBAs were followed by one three year extended fund facility (EFF) in 1980 which was to provide close to SDR1.3 Billion (445 percent of quota). In 1981, in the first year of EFF-supported program a strong policy implementation took place but still rupee could not be saved from getting devalued. In addition to this, very little emphasis was put on structural reforms except in case of EFF. There was a repeated approach to fund resources in between periods of break (Evaluation of Prolonged Use of IMF Resources, 2002)[footnoteRef:7]. During these years, Pakistan enjoyed an impressive growth rate of about 6 to 7 percent a year on average, there was no hyperinflation and debt crisis but on the other hand fiscal and external imbalances were large; therefore economist referred this to as development puzzle. Due to delay in undertaking the essential fiscal and monetary reforms, reviews were delayed therefore this program also went off track (Annual Report of State Bank of Pakistan, 2008). Jamil (2012) states that from 1980s, nature and scope of IMF lending changed drastically (especially with structural adjustment program of 1988). [7:  Report published by Independent Evaluation Office (IEO) of IMF on prolonged use of IMF resources. IEO  was established in 2001 to conduct independent and objective evaluations of Fund policies and activities. Under its Terms of Reference, it is fully independent from the Management of the IMF.] 

For 5 years, from November 1983 to November 1988, Pakistan remained without any IMF support but continued to be observed under Article IV consultation. 
[bookmark: _Toc520573305][bookmark: _Toc527725406]Second phase of Lending (period 1988-1999)
During the second phase of lending from year 1988 to 1999, Pakistan engaged in both short term and long-term agreements with IMF. There were in total 6 IMF programs; half of them were short term and half were bi annual in nature. These programs emphasized strongly on different structural reforms along with demand management policies to correct the financial imbalance but all of them went off track because of policy slippages. Therefore, over all this period Pakistan remained continuously with some lending arrangement with IMF (Annual Report of State Bank of Pakistan, 2008).
In 1988, Pakistan took a loan of worth US $516 Million under Structural Adjustment Facility Program (SAF). This was the biggest loan given by IMF to any country under this facility. It was a ‘soft loan with hard adjustment’ (Jamil, 2012).The reason was that interest rate of loan was low but conditionalities were very rigid. It included reduction of budget deficit and public expenditure (through elimination of subsidies), increase in foreign reserves, reduction in external debt and inflation and devaluation of currency. Pakistan worked under this structural adjustment program till 1994.
In 1994, Pakistan went to IMF again. This time, IMF imposed even more harsh conditionalities which included elimination of multiple exchange rates, rationalization of tariff, full convertibility of Rupee, extension of general sales tax and imposition of excise tax on utilities. In case of trade, import duties were reduced and non-tariff barriers were removed. Privatization of some public enterprises was also part of this program. Although there were some structural reforms under the program in some areas but there still remained significant challenges and economic institutions did not take benefit from prolonged use of Fund resources (Annual Report of State Bank of Pakistan, 2008). The elected government of Benazir Bhutto was not able to meet the criteria agreed for the periodic disbursement which resulted in suspension of arrangement in December 1995.
 From 1988 to 2000, there was decrease in GDP growth to 4 percent a year against 6 percent in last two decades in addition to sharp decline in capital formation. In addition to this, growth in exports also fell to 3 percent a year compared to 10 percent in 1970s and 1980s. Immense rise in poverty was witnessed during this time period which resulted in as close as 30 percent of population living poverty line by the end of 1990s as compared to less than 20 percent in previous decade (Evaluation of Prolonged Use of IMF Resources, 2002).This report also states that due to  IMF policies only a slight improvements in financial imbalances was achieved such by year 2000, inflation was contained to 4 percent and  fiscal deficit to 5.9 percent. 
[bookmark: _Toc520573306][bookmark: _Toc527725407]Third Phase of Lending (period 2000 to 2016)
As mentioned above, 90s was the decade of uncertain political and economic conditions for Pakistan. In October 1999, military coup of Musharraf dissolved the assemblies and enforced marshal law. Political situation in the country deteriorated significantly causing the significant drop in the remittances and foreign investments. Increase in international oil prices leading to increase in oil payments depts. further worsened the economic outlook of Pakistan.
In such conditions, in 2000, Pakistan requested  IMF for  a 9 months Stand-by agreement and then successfully followed it up with another three years of borrowing with the IMF under Poverty reduction and Growth facility(PRGF). With Pakistan adopting the role of a front-line state against terrorism, such funding was easily procured (Amjad, 2013).
 It was only in year 2000, during the Musharraf period when the SBA of 10 months’ worth USD 590 million was completed successfully. The Musharraf regime had already gained the trust of IMF and thus in the following year signed another agreement, a PRGF arrangement worth USD 1.1 billion and yet again completing it successfully in 2004. Husain (2003) states that government was somehow able to bring reforms in the key sectors of economy, and therefore Pakistan’s economy regained the business confidence which resulted in significant increase in both private and public investment. 
In accordance with the agreement made in Washington with IMF , reforms were made, and the period of 2000-2004 saw a mildly growing economy. Regulations regarding capital were virtually removed so that foreign capital could easily come in or leave and profits, dividend or royalties etc. could be remitted easily. Foreign companies were no longer obliged to draw fund from local banks or capital markets. The financial sector was reformed with liberalization in the foreign exchange controls. Officially, the Central Bank now had full autonomy. A number of large national banks were handed over to the private sector. However, competition suffered as several financial institutions consolidated and merged(Jamil, 2012).
The government cut down on subsidies and privatized state owned enterprises (SOEs) (thus reducing budget deficits) as part of its efforts to reform its fiscal policy. It included SOEs in the telecommunication, gas, banking and oil sectors in which participation of the foreign sector was encouraged. This led to the initiation of ambitious tax reforms known as Tax Administration Reforms Project (TARP) which was aimed to overall improve tax collection through improvement in tax machinery.The customs tariff of Pakistan was also rationalized. Duty slabs were reduced to slabs of 25%, 20%, 15%, 10% and 5%. Moreover, quantitative restrictions and import duties were drastically cut down (Jamil, 2012).As Pakistan did without the last two installments of the Fund under the SBA, the IMF program ran during 2000-2004.
 Four year later when PPP took the government in 2008, the economic conditions were altogether changed. By this time, fiscal deficit had reached near 9 percent and current account deficit around 8 percent. There was no option but to return back to IMF as friendly countries also refused to help and donate to Pakistan. The new government under increasing pressures signed Stand- by Arrangement (SBA) of worth $ 7.6 billion with IMF, which was increased to $11.3 billion in 2009 (Amjad, 2013).
Following is the detail of how changes in international and domestic economy in year 2008 led Pakistan to enter into SBA with IMF again[footnoteRef:8]: [8:  Taken from Pakistan: Letter of Intent, Memorandum of Economic and Financial Policies, and Technical Memorandum of Understanding November 20, 2008 from IMF website] 

In 2008, US subprime collapsed bringing the global financial crisis which adversely affecting the both developed and developing countries. As economies were interlinked extensively, downturn was easily spread over the globe resulting in shrinking of credit and drying up of liquidity. This fianacial melt down has adverse effect on the consumer market, real estate market and investment in production industry
The trade growth of Pakistan  declined to 3.3 percent in 2008 as compared to 7.2 percent in 2007 which had negative impact on trade of countries relying primarily on trade for growth. The growth figures of developing economies also fell sharply from around 8.3 percent in 2007 to 6.1 percent real GDP. Exports also contracted to 6.4percent during this period. War on terror exacerbated these conditions for Pakistan. As Pakistan was the frontline state in war of terror, trading activities were adversely affected due to the increased cost because of higher rate of insurance covers. In addition to this, Pakistan had to bear loss of precious lives as well as infra-structure (Zaidi, 2015).
 The new government of 2008 was weak as it depended on support from minority parties to stay in power. In quest of approval, this government could not enforce single-handed decisions to reform the economy and lacked the strength to challenge special privileges plaguing the tax code. The limping economy remained barely buoyant with a large influx of foreign remittances, IMF borrowing (a loan that required pay back in two years) and hopes of aid from US. With an absence of fundamental structural reforms however, Pakistan remained steeped in a dismal prospect of economic recovery (Ahmad and Mohammad, 2012).
Amjad & Burki (2013) states that to regain macroeconomic stability in country, the new PPP government implemented strong stabilization measures as part Stand-by agreement of 2008. But due to poor economic management of current PPP government in addition to mismanagement of last government, results were even worse than expected. Growth fell steeply to 1.7 percent and inflation rose to 25 percent (a highest in country history). This economic situation further deteriorated by global financial meltdown.
The Standby agreement 2008 was to come on end to December 2010 but was extended to September 2011 on the request of government. One of the major conditionalities of the this agreement was the imposition of Value Added Tax (VAT) and this was also the reason of extension of the program but government was unsuccessful in bringing VAT-like Reformed General Sales Tax till July 2011 resulting in dissolution of agreement by IMF in the end of 2011.not only this but other performance criteria related to State Bank of Pakistan borrowing and fiscal deficit were not fulfilled (Zaidi, 2015).
From year 2011 to 2013, GDP growth  average for just 3 percent which could not fully absorb the labor force or enhance living standards of people. There was continuous rise in inflation of about 8 percent . there was also decline in domestic private investment from 14 percent of GDP in 2007/08 to an estimated 10.9 percent of GDP in 2012/13. By the end of June 2013, the reserves of state Bank of Pakistan declined to US$6 billion (under 11⁄2 months of imports). Due to slippages in revenues and expenditures in 2012/13, the fiscal deficit (excluding grants) reached to over 81/2 percent of GDP above original budget target of 4.7 percent of GDP. The shortfall in the revenue was 11/4 percent of GDP which was the result of inefficient tax collection slowdown in the economic activity in the last year. Higher energy subsidies resulted in higher expenditures which was arund 23/4 percent of GDP. [footnoteRef:9] [9:  Report on Extended Fund Facility  retrieved from http://www.finance.gov.pk/mefp/eff.pdf] 

In the backdrop of all these economic challenges, Pakistan decided to go to IMF again. Agreement under 36 month extended fund facility (EFF) for SDR 4.393 billion (US$6.64 billion, 425 percent of quota) was signed with IMF on 4 September 4, 2013. The main objective of the program was to strengthen macroeconomic and structural policies and reduce the economic imbalances to enhance employment opportunities and thus growth in the economy.
A number of reforms set during EFF supported program of 2013 were successfully completed in September 2016.This was Pakistan second IMF program, out of 11, to have reach completion since 1988. Pakistan declined to last 2 tranches of another program under Musharraf- Shuakat Aziz tenure while all other 8 programs ended in failure.
 Real GDP growth increased to 5.3 percent in fiscal year 2016/17 which was the highest in last 10 years. Foreign direct investment also showed positive trend which depicted the investor confidence, inflation remained low due to prudent monetary policy and standards of living improved markedly while fiscal deficit declined.[footnoteRef:10] [10:   According to the Statement by Jafar Mujjarad Executive Director for Pakistan June 14, 2017 in IMF Country Report no 17/212; 2017 Article IV Consultation] 

However massive fiscal slippages occurred and macroeconomic risk begun to reoccur after the completion of program and macroeconomic gains of 2013-16 EFF supported Fund programs begun to erode. Fiscal consolidation slowed with budget deficit target of 4.2 percent of GDP was exceeded. Current account deficit rose to $ 5 billion during first 4 months of year 2017. In addition to it, foreign exchange reserves declined and external account deteriorated (IMF Report, 2017).
 
[bookmark: _Toc520573307][bookmark: _Toc527725408]CHAPTER 4
[bookmark: _Toc520573308][bookmark: _Toc527725409]LITERATURE REVIEW
The existing literature on macro-economic effects of IMF programs is mentioned in order:  beginning from cross country studies to single country analysis and lastly the studies that evaluate IMF program performance in Pakistan.
[bookmark: _Toc520573309][bookmark: _Toc527725410]Cross Country Evidence:
There is ample literature that evaluates the effect of IMF programs on macro-economic outcomes. [footnoteRef:11] If we examine the literature thoroughly, we find that literature on IMF program effects vary in terms of particular variables examined, the sample used and the methodology; which reflects different outcomes. Majority of literature empirically relates to cross country  studies whereas there is dearth of literature on IMF performance in single countries and  Pakistan in particular. Evidence in terms of macro-economic effects of IMF –supported programs is mixed: some studies show neutral effect other reveal positive but most of them argue against IMF policies which we will see further in our examination of review of literature. [11:  In addition to the studies that examine macro-economic effects of IMF programs, there are also studies that investigate more directly their effects on poverty and income inequality (Bird, 2004; Bird and Mosley, 2006; Garuda,  2000; Hajro and Joyce, 2009; IEO, 2004; Oberdabering, 2013; Vreeland, 2013).] 

Manuel Pastor (1987) conducts  a study on the effects of IMF programs on the macroeconomic indicators such as balance of payments measures, inflation rates, growth rates, dependency measures, and indicators of labor’s share of income of  18 Latin American countries between the time period 1965-1981. These countries either worked under short term stabilization programs, SBAs or EFF. He used before and after methodology along with  Killick, Malik, & Manuel (1992) who also analyze the  before-after effects of IMF programs on 17 Latin American countries during 1979-85. Both the these studies empirically justify that IMF programs had positive effect on the balance of payments in the long run.
Khan, Haque, & Montiel (1990) observe the effects of IMF programs on the variables including balance of payments, growth in long term and inflation. They use the data of 69 developing countries during the time of 1973 to 1988. Their methodology combines regression approach, the general evaluation estimator (GEE) method, a before-after approach, and a method controlling for nonrandom selection. The results of all these approaches suggest that IMF programs have positive impact on the current account of the balance in payment. In addition to this, there are other studies as well that also suggest the positive effect of IMF program participation on the current account in particular such as  Khan  & Haq (1998) empirically find that IMF-supported programs lead to an improvement in the current account balance and the overall balance of payments. They suggest that IMF programs have negative effect on growth in the short term but in long run it rises. Conway (1994) analyzes the macroeconomic performance of countries participating in IMF during 1976 to 1986 programs and suggests that although economic growth and domestic investment may fall during the implementation of the IMF program but there is a positive rise in growth and domestic investment in the long run. Other effects include lowering of public investment, increasing of budget surplus and real depreciation of exchange rate. Killick et al. (1992) also suggest the same effect of IMF programs on current account through regression based analysis.
Mireaux, Mecagni, & Schadler (2000) evaluate the effect of Enhanced Structural Adjustment Facility (ESAF) on macro-economic performance of low income countries between the years 1986 to 1991. They use modified control –group methodology. According to their research, IMF programs positively affects growth and debt ratio but don’t have any effect on inflation. 
Atoyan and Conway (2005) study the impact of IMF programs on the economic performance of 95 developing countries from 1993–2002 .They used three methods for this estimation which are; censored-sample, full-sample instrumental-variable, and matching and suggest their effect on the real per capita economic growth rate, the ratio of the fiscal surplus to GDP, and the ratio of the current account surplus to GDP. Their result show that  GDP, fiscal ratio and current account ratio were positively affected by IMF program.
Mumssen, Gunduz, Ebeke, & Kaltanr ( 2013) argues that long-term IMF programs (for periods of about five years) do, result in economic growth. This growth is independent of the scale of IMF’s help. Therefore, the overriding contributions seem to be made by IMF’s policy implementation and its technical support and capacity building in the borrowing nation. They also find out that short-term programs have also brought benefits to the borrowers in terms of accelerated growth especially when the borrower was previously afflicted with macroeconomic imbalances or exogenous shocks.
With regard to effect of IMF programs on macro-economic outcomes, the weight of evidence suggests that IMF programs have remained unsuccessful in positively effecting macro-economic indicators. By taking  the  sample of 21 Latin American countries during 1975-2004,Ozturk (2008) finds positive results of the program on balance of payments, investment and current account by employing the GEE methodology However, adverse effects are predicted against inflation, FDI, per capita GDP, consumption and budget deficit.
IMF programs have always remained under discussion in terms of their efficacy and harm to countries participating in its programs. Przeworski & Vreeland (2000) uses the Heckman selection model to analyze the effect on growth in countries under IMF programs. Growth decreases when country is under program. Once a country leave program its growth increases but this rate is not faster than they would have without participation. They also found that governments enter into IMF programs to prevent the running out foreign reserves. 
Evrensel (2002) analyzes the effect of IMF programs on economic outlook of low income countries and finds out that although IMF includes reformation in monetary and fiscal among its aims, real data suggests that this claimed objective hardly ever materializes. Although her results indicate that current account and reserves improve during programs periods but in the long run after the program periods these improvements vanished. Her results on analysis of temporal interprogram period suggests that program countries enter into new program in more worse conditions than before which predicts the existence of moral hazard attached to IMF programs. An analysis of multiple inter program periods reveal that many countries worsen their macroeconomic conditions through the IMF programs they enter into.  
Hardoy (2003) studies the effect of IMF programs on economic growth of the borrowing country by using the new methodological approach named as matching and difference-in-differences matching. This methodology was used first time by him. The significance of this methodology lies in its control over ‘selection on observables’ in addition to ‘selection on unobservables. The study undertake the data of all the IMF member countries that non major oil producers from 1970 to 1990. The study concludes that IMF programs had no positive effect on per capita GDP growth for three consecutive years after program participation.
IMF programs participation either have neutral or detrimental influence on growth of borrowing country  (Butkiewic and Yanikkaya, 2005). These researchers empirically evaluated the effect of both IMF and World Bank lending on the growth performance of the countries under observation. Their methodology controls the other determinants of growth meanwhile by taking in account the value of loans rather than the number of loans. Contrary to this, World Bank lending improves growth (in cases where public investment is increased). They propose that IMF negative impact on growth can be attributed towards its negative effect on public and private investment.
Easterly (2005) finds empirically, the negative outcome of IMF participation on growth. During the period of 1980 to 1999, 20 recipient countries were studied, he evaluated 20 countries which repeatedly took loans from IMF and find that none of the them achieve reasonable growth and also contain policy distortion. Barro & Lee (2005) suggests that countries which are more connected to United States (politically and economically) tend to get more frequent loans .Their study reveals that IMF participation has adverse effect on economic growth. On the other hand, inflation, government consumption and international openness are not effected. Also, IMF particiation negatively effects democracy and rule of law (indirectly reducing growth).
Dreher ( 2006) argues that IMF programs and economic growth are negatively related. They analyzed panel data of 98 countries from 1970 to 2000. Further, complying with the conditionality of loans improved growth rates but this effect is quantitatively very small. This is due to the fact that most of governments taking loan lack willingness to reform. IMF programs will be more effective if the governments take ownership of the program.
Binder & Bluhm (2010) use panel data selection method featuring state dependence and find inclusive results in relation to effect of IMF participation on output growth. But, output growth increases during program participation when country institutional record improves. The studies of Barro R. J. (1998), Stiglitz (2000), Hutchison  (2003), and Barro & Lee (2002) also conclude that IMF programs deteriorate country’s macroeconomic conditions.
The fund is accused of being anti-poor. Garuda (2000) studies the impact of 58 IMF programs during 1975 to 1991 while comparig the program countries and non program countries and finds that distribution of wealth and particularly the distribution of incomes among the poor in countries deteriorated significantly during IMF participation relative to non-program countries. Studies of Batniji (2009) and Baker (2010) finds that countries oblige the IMF by reducing public spending to meet fiscal targets. Therefore, education and health gets starved of funds increasing the plight of the poor. Oberdabernig (2013) observes the data on 86 low and middle income countries from 1982 to 2009 to analyze impact IMF participation on poverty and inequality and poverty and inequality are adversely effected but these results reversed for the period of 2000 to 2009 subsample. 
Gunduz  (2016) evaluates the consequence of participation in IMF programs in low income countries, LICs, in relation to their propensity to enter the program. According to her, the greater short-term benefits are reaped by countries with the higher tendencies to enter the program. She quantifies this tendency by taking into account both policy and exogenous shocks which induce dependence on the IMF.
[bookmark: _Toc520573310]

[bookmark: _Toc527725411]Single Country Analysis:
Most of the studies based on single country analysis in terms of effect of IMF program participation points towards the contrary nature of these programs. Zaki (2001) observes that Egypt’s was successful in implementing IMF programs and achieving its targets during 1990s though sharp decline in government deficit central bank financing but the programs had no positive impact on growth of Egypt. 
Similarly, Yeldan (2001) describes the unsuccesful experience of IMF program in controlling inflation in Turkey adopted in 1999. Although the government achieved monetary and fiscal targets, but after around a year of its lauch turkey was hit by severe financial crisisin 2001. He claims that only modest improvement was gain in controlling inflation which was on the expense of destabilization of economy in addition to financial and external balances which also deteriorated as the result of this participation.
Kaplan & Rodrik (2001) reveal that Malaysia recovered from Asian financial crisis through its own policy of capital controls in 1998 as compared to other countries (such as Korea and Thailand) which resort to IMF for this crisis. They employed time-shifted difference-in-differences methodology and concluded that Malaysian capita control policies was successful in bringing economic recovery , there were smaller increase in unemployment and decrease in real wages.
Kean, hoon, Yoong, Xavier, & Siang (2015) study the influence of IMF program conditinalities on economic growth of Indonesia during and after Asian Financial crisis and reveal that IMF programs did not improve or worsen the economic growth indicators in the country.
[bookmark: _Toc520573311][bookmark: _Toc527725412]Pakistan:
Iqbal & Bilquees (1994) find that growth decreases, inflation rises and exports remain insignificant under IMF program. They also found that government current consumption also rises during IMF programs. Kemal & Naseem (1994) argue that due to privitization in program years in pakistan unemployment situation further worsen accompanied by inequalities and poverty.
Iqbal, Jaffery, & Pyatt (2000) analyze the period from 1970 to 1993  by using three gap framework and finds adjustment programs of IMF and world Bank in Pakistan improved the macro economic performance of the economy. Kemal (2003) studies the effect of IMF programs on Pakistan macroeconomic policies during 1990s and finds that in short run they have uncertain effect on growth, employment and poverty. Bengali, Ahmed, & Hijazi(2001) reveal that stabilization policy proposed in Pakistan is always on the cost of growth that means stabilization policy have adverse impact on growth. They recommend the shift in policy. According to them principle objective IMF support should be growth while stabilization should be secondary objective.
Hussain, I. ( 2002) evaluates the period between 1988-2002 which has been turned into a worthwhile study of interactions between IMF and Pakistan . It represents an initial phase of incessantly failed programs (1988 to 1999), and yet, miraculously, a terminal phase of a successful collaboration (after 1999). The comparison between these phases yields important lessons for both the IMF and any borrowing country. Following were the conclusions hypothesized by the author:
Firstly, the 1988-1999 period saw nine changes in government. Such political instability prevented economic managers of any single government from implementing measures agreed with the IMF. Secondly, the unstable political atmosphere usurped successive governments of the will to enact tough economic measures. In the face of uncertainty, only short-term goals (with long-term economic costs), were given importance. Thirdly, the IMF failed in correctly diagnosing the true problems faced by Pakistan’s economy and in prescribing the right measures while refusing to accept deviations recommended by Pakistan’s economic managers according to ground realities better understood by Pakistan itself.
After 1999, the first two of the above mentioned issues evaporated with a strong and stable government, which had the will and power to enact tough reforms without facing any disruptions. Supplementing this was a flexible attitude by IMF allowing it to relent its orthodox beliefs and practices in negotiations with Pakistani authorities. This resulted in a finally successful IMF/Pakistan interaction.
McGillivray (2003) analyses the structural adjustment program of Pakistan in  1980 supported by World Bank and IMF and cover the real GDP data between 1960 to 2000 and finds that these programs stimulated growth. IMF participation is also effected by political factors. Anwar  (2006) finds  the determinants of IMF lending to Pakistan from different international financial institutions IFIs such as World Bank and IMF. He employs Tobit regression and argues that loans to Pakistan were significantly affected by self-interest of IFIs bureaucracies. The international bureaucrats in the executive board of each IFI favor lending for their home countries.
Hakro (2006) studies the impacts of IMF participation on the major macro-economic indicators such as growth of GDP, rate of inflation, current account balance, fiscal balance and rate of unemployment in context of Pakistan economy. He uses Generalized Evaluation Estimator (GEE) technique on annual data of Pakistan taken from World Bank from 1973 to 2000. Results reveal that the current account balance of the Pakistani economy deteriorated along with employment rate and inflation during periods of support from the fund. Only a limited improvement in the budget balance was seen. On the other hand, an adverse sequence of reform introduced in economy also result in negative consequences.
In his book ‘Pakistan under the IMF Shadow,’ Uddin (2008) discusses in detail about IMF as an organization itself and then relationship of IMF and Pakistan throughout its history. Influence of IMF on Pakistan economic policies has been changing over the time. IMF policies had strong impact on exchange rate, trade and tariff, banking and fiscal policies of Pakistan. In his detail critique of IMF programs in Pakistan some major conclusions include that  IMF programs asks for cutting budget allocations towards public sector development expenditures in order to overcome fiscal deficit which adversely affect development in social sector thereby limiting growth. in addition to it, decrease in the borrowing from banks results in government to rely on non-bank expensive sources (e.g. national saving schemes) which give rise to public debt. Also reduction in subsidies, increase in sales and agricultural taxes and increase in energy prices as part of IMF arrangements give rise to poverty. The reason of failure or abandonment of most of the IMF arrangements in Pakistan can be attributed towards IMF standardized package; as one size cannot fit all in the same way every time Pakistan had different sort of complexities do deal with, which IMF team should have worked out in close collaboration with governments to come out with properly designed and customized programs. Political instability, lack of ownership by the governments (for their own political benefits), corruption and weak governance all played role in disappointing experience of Pakistan.
One of the most recent studies by Amjad (2015) analyzes Pakistan’s macroeconomic performance during the Musharraf government (1999-2007) and the Pakistan Peoples’ Party (PPP) government that followed it (2008-13) and since both were for some significant part of their tenure under an agreed IMF program. He identifies a number of weakness of these programs. Amongst these an important conclusion drawn is that in both cases the government failed to gauge the deflationary impact of the stabilization package which brought the economy to a virtual standstill and the large cuts it entailed in planned development expenditure. Amjad (2015) also makes the important point that the structural reforms agreed upon under IMF programs are based on the “fundamental premise that a market-driven private sector is the cure for all economic ills” and in many cases tis assumption leads to adoption of reforms including closing down of state-run enterprises “the consequences of which has not been sufficiently thought through” (Ibid, p.85). Structural Adjustment Programs have resulted in decline in growth and rise in inflation against their fundamental objectives in Pakistan (Zaidi, 2015). Even with such repercussions Pakistan has been prolonged user of IMF resources which points out towards corrupt ruling elites of Pakistan which take benefit of this easily available aid in which aid effects can only be examined in long term.
Isran  (2016) analyses in detail the structural adjustment programs of IMF in Pakistan over the period of 1988 to 2000 and highlight the fact that IMF programs have an adverse impact on Pakistan’s economy. Although the prime objective of an IMF program is to bring stability to key macro-economic factors but the programs totally failed to do so. He states that IMF programs had adverse impacts on political system of Pakistan. He contributes that the reason of IMF negative impacts on economy are the result of inflationary nature of policies these programs recommend. IMF programs control demand through devaluation  of currency, increase in interest rates, cut in subsidy, privatization and decreasing expenditures of government on unproductive sectors of economy.  All of this resulted in closure of industry and business giving rise to unemployment and inflation.
Ahmad & Mohammed (2017) states that relationship of IMF and Pakistan is also influenced by changing interests of United States in geopolitical matters of Pakistan. . Authors argue that this confluence has created a Dutch disease-like effect whereby Pakistan trades on its geographical significance rather than oil. This leaves the economy vulnerable to external shocks. The short term interests of IMF, United States and the ruling elites in Pakistan have grave long-term consequence on increasingly polarized economy of Pakistan. The objective assessment of the country to overview IMF performance is opposed by political pressure inside the IMF by the member countries engaged in new Great Game, or for defensive lending imperative. By sighing China Pakistan Economic Corridor (CPEC) in 2015, China has also become an important stakeholder in Pakistan’s economy but it is less likely for Pakistan to take advantages from it due to many reasons such lack of resource mobilization and investment in infra-structure and public services.
[bookmark: _Toc520573312]It is important also to point out that the IMF has itself  carried out detailed reviews of its programs both during the implementation as well as afterwards. An important study in this regard was the evaluation conducted by the Independent Evaluation Office of the International Monetary Fund (IEO, 2002) on prolonged users of IMF resources based on the performance of selected countries including Pakistan. The study reviewed in depth Pakistan’s prolonged dependence on IMF since 1971 and more specifically during the period 1988-2000 when Pakistan was under almost continuous IMF programs and drew some important conclusions on the limited success of these programs and their effectiveness- the most important of which was  “ that these stemmed from both design and implementation flaws including overoptimistic assumptions and unrealistic objectives.


[bookmark: _Toc527725413]CHAPTER 5
[bookmark: _Toc500098321][bookmark: _Toc501307292][bookmark: _Toc520573313][bookmark: _Toc527725414]DATA AND METHODOLOGY
[bookmark: _Toc500098322][bookmark: _Toc501307293][bookmark: _Toc520573314][bookmark: _Toc527725415] Introduction
This chapter outlines the research methods that have been utilized in the present study, including the research design, process of gathering data and tools and technique used for analyzing data. The aim of this section is to develop the time series model for this study. Secondary data and techniques have been used in this study. Secondary data has been collected from different sources listed below.
[bookmark: _Toc500098323]The structure of the study is divided into two main parts. The first part analyses the macroeconomic impact of IMF programs during the overall period of 1971 to 2016. For this purpose, we first analyze the average movements of selected variables to establish differences and then use a time series model to see how macroeconomic variables (GDP growth, unemployment, inflation, and CA balance) have fared during IMF programs. 
In the second part, we specifically compare and contrast the macroeconomic impact of the IMF 2008-11 program with that of IMF 2013-16 program. For this, we conduct trend analysis of key economic variables during the period of the selected IMF programs and determine, using these trajectories, the effect IMF programs had on the macroeconomic condition of Pakistan.
[bookmark: _Toc501307294][bookmark: _Toc520573315][bookmark: _Toc527725416]Data
The data set comprised 45 years’ data for Pakistan. Time series data has been taken which is starting from 1971 to 2016.There are 11 variables used in this study. GDP growth rate(GDP), unemployment rate(UNEMP),inflation rate(INF) and Current account balance (CAB) are taken as dependent variable and Money supply (M2), Terms of trade (TOT), total expenditure as percentage of GDP (TEGDP),and real effective exchange rate (REX) are taken as independent variables. Basically we will examine the effect of these policy variables on the targeted variables during the IMF programs
[bookmark: _Toc520573316][bookmark: _Toc527725417]Data Sources & Description
Table 4.1 below gives the precise definition of all the variables used in this study along with their data sources. 
Table 4.1
	Variable
	Definition
	Source

	Unemployment, total (% of total labor force) (national estimate)
(UNEMP)
	Unemployment refers to the share of the labor force that is without work but available for and seeking employment. Definitions of labor force and unemployment differ by country.

	International Labour Organization, ILOSTAT database. Data retrieved in March 2017.


	GDP Growth
(GDP)
	Annual percentage growth rate of GDP at market prices based on constant local currency. Aggregates are based on constant 2010 U.S. dollars. GDP is the sum of gross value added by all resident producers in the economy plus any product taxes and minus any subsidies not included in the value of the products. It is calculated without making deductions for depreciation of fabricated assets or for depletion and degradation of natural resources.

	World Bank national accounts data, and OECD National Accounts data files.


	Inflation, consumer prices (annual %)
(INF)
	Inflation as measured by the consumer price index reflects the annual percentage change in the cost to the average consumer of acquiring a basket of goods and services that may be fixed or changed at specified intervals, such as yearly. The Laspeyres formula is generally used.

	International Monetary Fund, International Financial Statistics and data files.


	Current account balance (% of GDP)

(CAB)
	Current account balance is the sum of net exports of goods and services, net primary income, and net secondary income.

	International Monetary Fund, Balance of Payments Statistics Yearbook and data files, and World Bank and OECD GDP estimates.


	Broad money growth (annual %)

(M2)
	Broad money (IFS line 35L..ZK) is the sum of currency outside banks; demand deposits other than those of the central government; the time, savings, and foreign currency deposits of resident sectors other than the central government; bank and traveler’s checks; and other securities such as certificates of deposit and commercial paper.

	International Monetary Fund, International Financial Statistics and data files.


	
Real effective exchange rate index (2010 = 100)
(REX)
	
Real effective exchange rate is the nominal effective exchange rate (a measure of the value of a currency against a weighted average of several foreign currencies) divided by a price deflator or index of costs.

	
International Monetary Fund, International Financial Statistics.


	Terms of trade
(TOT)
	Terms of trade (TOT) refers to the relative price of imports in terms of exports and is defined as the ratio of export prices to import prices. It can be interpreted as the amount of import goods an economy can purchase per unit of export goods.
	Economic Survey of Pakistan 1980-81,
2006-07


	Total expenditure as percentage of GDP
(TEGDP)

	TEGDP includes all government current expenditures for purchases of goods and services (including compensation of employees). It also includes most expenditures on national defense and security, but excludes government military expenditures that are part of government capital formation. Data are in constant local currency.

	Economic Survey of Pakistan,
Various issues


[bookmark: _Toc501307295][bookmark: _Toc520573317]
[bookmark: _Toc527725418]Econometric Model 
[bookmark: _Toc514193449][bookmark: _Toc514193856]A vast body of literature exists on the effect of IMF programs and policies on macroeconomic outcomes, primarily economic growth, balance of payments, inflation, unemployment, poverty and the budget deficit (during the period of the IMF program or in years following its completion) in which most studies cover and compare the experiences of a number of countries and the context of Pakistan, very little evidence is found on the effectiveness of IMF programs on its economy in term of these macroeconomic indicators.
In the backdrop of the model of this study the literature has been extensively being reviewed based on which the possible determinants of change in target variables have been identified accordingly.  Gross Domestic Product Growth (GDP), Unemployment rate (UNEMP), Inflation (INF) and Current Account Balance (CAB) are target variables and taken as dependent variables and of our study  and Money supply (M2), Terms of trade (TOT), total expenditure as percentage of GDP (TEGDP), and real effective exchange rate (REX) are policy variables are taken as independent variables. Basically we will examine the effect of these policy variables on the targeted variables during the IMF programs.
Our methodology is regression based. It is based on the study of Hakro & Ahmad (2006). The model will test the coinciding impact of the IMF programs and different policy shocks. It will help in understanding the impact of IMF programs in addition to how other policy options that may be adopted in absence of IMF programs. Therefore the model includes the effect of IMF programs and other policy variables as explanatory variables which gauge the overall effect of IMF programs on the target variables (GDP growth, unemployment, inflation rate, current account balance). The selection of these above mentioned target variables is very important as the rationale behind the target variables is based on the general goals of stabilization policy suggested by IMF that we already discussed in the introduction. They include stable growth, low inflation, and more employment. So these target variables will show how much IMF programs have been successful in achieving these basic goals. While it is primary responsibility of any IMF program is to correct a country’s severe and unsustainable disequilibrium in its balance of payments and risk of going into default, current account balance is taken as target variable as well to check if this is achieved during programs years or not.
The measures of IMF programs is classified as IMF participation, a dummy variable with value of 1 if country participated in an IMF program which takes into account loans disbursed by IMF to Pakistan or otherwise zero.
Hence our model is;
i. Effect on GDP Growth during program years:
		
ii. Effect on unemployment rate during program years:	
 
iii. Effect on inflation rate during program years:
 
iv. Effect on current account balance during program years:
 
Where,
IMF= IMF dummy
GDP= Gross Domestic Product Growth
GDP(-1) = 1 year lagged GDP
UNEMP= Unemployment rate 
UNEMP (-1) = 1 year lagged Unemployment rate
INF= Inflation
INF(-1) = 1 year lagged Inflation Rate
CAB= Current Account Balance
CAB(-1) = 1 year lagged current account balance.
TOT=Term of Trade
M2=Money Supply
TEGDP= Total Expenditure as percentage of GDP
REX=Real Exchange rate
After taking the natural logarithm of this model, 
i. 
ii. 
iii. 
iv. 
Where  is natural logarithm and  is error term of the model. The base model is given in equation (2).
[bookmark: _Toc500098325][bookmark: _Toc501307296][bookmark: _Toc520573319][bookmark: _Toc527725419]Methodology 
To find the relationship between independent and dependent variables, we will apply ARDL bounds testing which was developed by Pesaran et al. (2001). ARDL bounds testing can apply on mix order of cointegration in series but not do not incorporate those series which are stationary at I (2). This approach gives best results in case of structural break in the series. This econometric technique has been used due to its different benefits. ARDL test has the capacity to capture the effect structural break in the series. The other benefit of ARDL is, it is applicable on mix order of co-integration (Stationary at me (0) or me (1)). Other cointegration test cannot be applied on this mix-order cointegration situation.  
In the light of existing literature (Nkoro & Uko (2016), as appose to other techniques, the ARDL method to test cointgration of time series does not necessitate pretests for unit roots. As mentioned above, ARDL can be used even if the variables are stationary at different levels [1 (0) and 1 (1)] or combination of both which is unlike Johansen cointegration method which is specifically used when all the variables are stationary at the first difference. The results from this technique gets even better when the sample size is small and there is just one long run relationship between underlying variables. F statistics tests the long run relationship between variables. Since our variables are also integrated of different order and the F-statistics are highly significant for all the regressions (4.9027, 14.6399, 7.7815 and 8.8107 for all the equations of GDP growth, Unemployment rate, inflation rate and current account balance respectively ) , therefore we have applied ARDL technique directly.
[bookmark: _Toc520573320][bookmark: _Toc527725420]Hannan–Quinn information criterion (HQC) 
The model used is Hannan–Quinn information criterion (HQC).  HQC is a criterion for model selection. It is an alternative to Akaike information criterion (AIC) and Bayesian information criterion (BIC). It is given as
{\displaystyle \mathrm {HQC} =-2L_{max}+2k\ln(\ln(n)),\ }	HQC= 2Lmax +2Kln(ln(n))
where Lmax{\displaystyle L_{max}} is the log-likelihood, k is the number of parameters, and n is the number of observations.
The econometric model stated above was formulated to answer our first research question where the second research question was answered through comparing and contrasting the macroeconomic impact of the IMF 2008-11 program with that of IMF 2013-16 program. 

[bookmark: _Toc520573321]

[bookmark: _Toc527725421]CHAPTER 5
[bookmark: _Toc520573322][bookmark: _Toc527725422]DESCRIPTIVE ANALYSIS
[bookmark: _Toc500098335]This chapter focuses on the trends of the variables over the years 1971-2016 in Pakistan. Dependent variables followed by independent variables. 
[bookmark: _Toc527725423]Unemployment Rate in Pakistan
	
Figure 5.1 below shows the changes in unemployment rate in Pakistan over the period of 1973 to 2016. It shows unemployment rate in Pakistan remained unchanged at 5.90 percent in 2016 from 5.90 percent in 2015. Unemployment Rate in Pakistan averaged 4.59 percent from 1971 until 2016, reaching an all-time high of 8.27 percent in 2003 and a record low of 1.74 percent in 1977.


	
 Source:International Labour Organization, ILOSTAT database



[bookmark: _Toc520573324][bookmark: _Toc527725424]Inflation Rate 
	
Consumer prices in Pakistan rose 3.97 percent year-on-year in November of 2017, accelerating from a 3.80 percent increase in the previous month. It was the highest inflation rate since May. On a monthly basis, consumer prices went up 0.37 percent. Inflation Rate in Pakistan averaged 9.0956 percent from 1971 until 2016, reaching an all-time high of 26.66 percent in 1974 and as low as 2.91 percent in 2003.


	
 
Source: International Monetary Fund (IMF)
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[bookmark: _Toc527725425]GDP Growth 
	
The Gross Domestic Product (GDP) in Pakistan rose from 5.28 percent in 2016 from 2015. GDP Annual Growth Rate in Pakistan averaged 4.711973 percent from 1971 until 2016, reaching an all-time high of 10.22 percent in 1980. Gdp growth fell to 1.014 percent in 1997 and even less in 0.468 percent in 1971. The Gross Domestic Product (GDP) in Pakistan was valued at 283.66 billion US dollars in 2016. The share of GDP of Pakistan in the world economy is equal to 0.46 percent.


	

Source: World Bank National Accounts Data
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[bookmark: _Toc527725426]Current Account Balance (as percentage of GDP)
	The Current account balance as a percent of GDP provides an indication on the level of international competitiveness of a country. Usually, countries recording a strong current account surplus have an economy heavily dependent on exports revenues, with high savings ratings but weak domestic demand. On the other hand, countries recording a current account deficit have strong imports, a low saving rates and high personal consumption rates as a percentage of disposable incomes. 
Pakistan recorded a Current Account deficit of 1.20 percent of the country's Gross Domestic Product in 2016 fiscal year (July 2015 - June 2016). In July - Dec 2016, the current account deficit was recorded at 2.2 percent of the country's Gross Domestic Product, according to preliminary estimates. Current Account to GDP in Pakistan averaged -3.59254 percent from 1971 until 2016, reaching an all-time high of 5.33 percent in 2002 and a record low of -9.2 percent in 2008.


	


Source: IMF




[bookmark: _Toc520573327][bookmark: _Toc527725427]Terms of Trade
	In Pakistan, Terms of Trade (ToT) correspond to the ratio of Price of exportable goods to the Price of importable goods. Terms of Trade in Pakistan increased to 57.10 Index Points in the second quarter of 2017 from 57 Index Points in the first quarter of 2017. Terms of Trade in Pakistan averaged 84.1704 Index Points from 1971 until 2016. It reached to153 index points in 1973 and fell to 44.43 index points in 2008.


	[bookmark: _Toc514193465][bookmark: _Toc514193872]



Source: Economic Survey of Pakistan, various issues
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[bookmark: _Toc527725428]Money Supply (M2)
	
Pakistan Money Supply M2 includes M1 plus short-term time deposits in banks Money Supply M2 in Pakistan increased to 14339768 PKR Million in September from 14306199 PKR Million in August of 2017. Money Supply M2 in Pakistan averaged 243549.8 PKR Million from 1971 until 2016. It fell to 5173 Million rupees in 1972.


	Figure 5.6
Money Supply (M2) from 1971 to 2016

Source: Handbook of Statistics of Pakistan Economy 2015, SBP
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[bookmark: _Toc527725429]Net Capital Account
	
Net capital account records acquisitions and disposals of non-produced nonfinancial assets, such as land sold to embassies and sales of leases and licenses, as well as capital transfers, including government debt forgiveness. The use of the term capital account in this context is designed to be consistent with the System of National Accounts, which distinguishes between capital transactions and financial transactions. Data are in current U.S. dollars.
The account showed sharp increase from 2012 when its value was 191000000 and reached highest record of 1961000000 in 2014. It again fell sharply to 307000000 in 2015. The average value of net capital account from 1971 to 2016 is 1.58E+08.


	Figure 5.7
Net Capital Account (NCA) from 1971 to 2016

Source: International Monetary Fund, Balance of Payments Statistics Yearbook and data files.
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[bookmark: _Toc527725430]Total Expenditure as percentage of GDP
	
Government expenditure comprises of all government consumption, investment and transfer payments. It is financed by government borrowing and taxes. The average government expenditure as percentage of GDP from 1971 to 2016 is 22.01494. the trend from the data shows a continuous fall in TEGDP and from 21.5% in 2012 to 3.75% in 2016.


	Figure 6.8
Total Expenditure as percentage of GDP from 1971 to 2016

Source: Economic Survey of Pakistan,
Various issues
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[bookmark: _Toc520573333][bookmark: _Toc527725431][bookmark: _Toc476740272]CHAPTER 7
[bookmark: _Toc520573334][bookmark: _Toc527725432]EMPIRICAL ANALYSIS AND DISCUSSION
The impact of IMF programs on 4 macro-economic variables: unemployment rate, inflation rate, GDP growth rate and current account are analyzed in this chapter through an ARDL model in table 6.1 below. However, only those results which showed a significant relationship between the key variables being tested are reported here. The detail results are presented in the appendix 2,3,4 and 5.  
Table 6.1 Summary ARDL Results
	Independent Variable
	Dependent Variable

	
	Equation 1: GDP
	Equation 2: UEMP
	Equation 3: INF
	Equation 4: CAB

	IMF
	-0.6925
(-1.192025)
	0.627462*
(1.775962)
	2.897948**
(2.063995)
	1.2838*
(1.8299)

	TOT
	
	-0.030637**
(-1.993789)
	
	

	M2
	
	
	-1.76E-06
(1.02346)
	

	INF
	-0.167876**
(-2.632023)
	-0.124708**
(-2.595743)
	
	

	TEGDP
	
	-0.162946*
(-1.760684)
	
	

	REX
	0.023442***
(3.754495)
	
	0.012240
(0.884549)
	0.0663*
(1.7331)

	GDP(-1)
	0.000567
(0.004269)
	
	
	

	UEMP(-1)
	
	0.403869***
(2.938560)
	
	

	INF(-1)
	
	
	0.595433***
(4.876894)
	

	CAB(-1)
	
	
	
	0.6136****
(5.8958)

	C
	4.266343***
(3.717135)
	5.855976
(2.880011)
	0.412163
(0.162289)
	1.5316
(0.4720)

	R2
	0.442910
	0.879808
	0.437618
	0.7275

	F-statistics
	4.902753
	14.63999
	7.781503
	8.8107

	Probability    
(F-statistics)
	0.000889
	0
	0.000098
	0


Note:  
i. The values in the brackets are t statistics.
ii. The *, **, *** shows the 10%, 5% and 1% level of significance respectively.
iii. No * indicates insignificant results.
iv. All the F statistics are significant at very high level of significance.
     
[bookmark: _Toc520573335][bookmark: _Toc527725433]IMF & GDP Growth 
Equation 1 in the table provides empirical evidence of the impact of IMF programs on GDP growth in Pakistan from 1971 to 2016.
The value of the coefficient of IMF dummy is -0.6925 and the t statistic is -1.192025 (Prob. = 0.2408). This means that there is inverse relationship between IMF programs and GDP growth as sign of coefficient is negative but it is insignificant. This finding is in line with studies of Hakro & Ahmad (2006), Ozturk (2008), Barro and Lee (2005), Dreher (2006) Binder and Bluhm (2010) Hardoy (2003), Butkiewic and Yanikkaya (2005) Atoyan and Conway (2005), and Conway (1994) among other. Another policy variable, inflation also undermines the economic growth. Inflation does have significant impact on economic growth as depicted by negative sign of coefficient which is significant. Further the policy variable, real exchange rate also contributed positively to GDP and it is highly significant at 1 percent level of significance. It is also positively influenced by its own lag.
Based on these empirical findings, the overall effect of IMF program on Pakistan economy is reduction in growth rate which suggests that Pakistan could had have a better growth rate in absence of IMF program. . Further, explanation of this negative relationship may be attributed to conditionalities attached to IMF programs negatively affecting economic growth. IMF has always maintained the stance of tight fiscal and monetary policy measures therefore the contractionary policies have been designed to minimize the budget deficit and stabilization of price levels to achieve higher growth rates where contractionary policy, to decrease in government spending and money supply has resulted in lower levels of investment leading to economic slowdown. Which is one of the important critique of IMF programs. That When governments reduce budget deficit and stabilize price, economic growth is adversely affected. Contractionary policy further also causes devaluation of money in the economy which decreases investment and eventually reduces economic activity and growth (Morley, 1992). At the same time higher interest rates set by the central bank as part of contractionary policy reduces investments incentives. 
Further, this negative impact of IMF programs on growth rate is not statistically significant. This means that there are other policy variable as well that are effecting growth negatively and that IMF programs are not the only factor that reduce the growth rate of Pakistan economy. Pakistan is suffering from acute energy shortages. Growth is constrained by supply side shocks including rising energy gap; as stated by Amjad, Din, & Qayyum (2011) which shaved off major chunk of growth in pakistan. Over the last 10 years, demand for energy has risen many folds but supply of energy has stagnated which has severly affected economic growth. According to one estimate, annual loss of about 2 percent in gross domestic product (GDP) is the result of power shortages (Abbasi, 2011).
That may also be implied to policies towards consistent exchange rate devaluation of Pakistan rupees which have reduced output level through increase in prices of inputs used to manufacture domestic goods: as most of the inputs in our industry are imported from other countries. It may on the other hand undermine incentives to invest in manufacturing industry and thus slow down the economic activity.
Inflation has negative impact on growth as depicted by negative and significant coefficient. As Khan & Schimmelpfennig (2006) puts: “Pakistan’s growth record since the 1970s underscores that high and persistent inflation is harmful to growth. Periods of high inflation have coincided with low growth spells, while high growth episodes tend to be associated with a low inflation environment. In light of the empirical thresholds beyond which inflation harms growth and financial development, an appropriate inflation target for Pakistan is 5 percent.” Inflation  makes domestic goods expensive and gives rise to demand of imports, making a way to bad balance of payments account.
Or, as Dreher (2006) emphasizes this negative impact might reflect the effects of a “moral hazard” problem. As Dreher puts: “if the intention to sign an IMF program deteriorates economic policy, this would increase the probability of actual program approvals and, at the same time, would decrease economic growth. Similarly, in order to stay eligible for IMF money, the necessary changes might be delayed. The existence of an IMF program could thus produce incentives to run “bad” economic policy and would thereby reduce growth.”
[bookmark: _Toc520573336][bookmark: _Toc527725434]IMF & Unemployment 
Equation 2 in the table 6.1 provides empirical evidence of the impact of IMF programs on the rate of unemployment in Pakistan.
Evidence shows that unemployment situation has worsened in Pakistan under the IMF programs as depicted by positive and significant coefficient at 10 percent level align with the studies Hakro & Ahmad (2006), Bird (2001), Isran (2016). Regarding to policy variables total expenditure as percentage of GDP (TEGDP) has contributed to decrease in unemployment and the impact is significant (10 percent level) depicted from the negative sign of coefficient of TEGDP. However results related to impact of inflation do confirm that inflation has reduced the unemployment levels and again the relationship is significant 10 percent level. Similarly the foreign exogenous variable of terms of trade (TOT) also has negative and significant impact on unemployment which is significant at 10 percent level. Further one period lagged unemployment variable significantly affects the unemployment which is significant at 1percent level. After Musharraf period, Pakistan remained under 2 IMF programs since 2008 to 2016 whereby unemployment rate was 5 percent of labor force in 2008 and have reached to 5.9 percent of labor force in 2016 and remained same in 2017(World Bank, Statista 2018). 
Pakistan has continuously worsened  over the long period of 47 years, as it was 2.09 percent of total labor force  in 1971 and 5.9 percent of labor force in 2017(World Bank, Statista 2018).  These findings may be attributed to one of the conditionalities of IMF; which is to reduce the public  expenditures to overcome budget deficit. Therefore in order to reduce the public expenditure the government had to resort to reduction in employment through many ways such as limiting the increase in nominal wages in public sector, recruitment, ban on new hiring and promoting premature retirement plans. In course of that, the process of privatization has also contributed towards worsening of employment situation. The new owners of the previously state owned organizations lay off government workers to bring change in managerial environment by giving early retirements and golden handshakes. As Isran (2016) states rise in unemployment during IMF program periods in Pakistan may also be contributed towards inflationary nature of policies whereby government try to control demand through cut in subsidy, devaluation of currency, privatization, increase in interest rates. All of these results in closure of industry and business giving rise to inflation and unemployment.
As shown in the evidence, inflation has negative and significant impact on unemployment which is aligning with the studies of ( Arslan & Zaman, 2014) (Phillips, 1958). The price levels indicate perfect Phillip’s curve[footnoteRef:12] in Pakistan. Increase in price levels increase incentive (because profits expand) to invest which result expansion of economy which increase the growth and thus lowers unemployment. Or inflation caused by the expansionary policy will have the same effect on employment because expansion will create the demand for labor which also decreases unemployment.Our results indicate the inverse relationship of terms of trade (TOT) and unemployment. This effect may be attributed to continuous deterioration of trade between Pakistan and other countries which result in increase in number of unemployed people. [12:  The Phillips curve is an economic concept developed by A. W. Phillips which states that inflation and unemployment have a stable and inverse relationship. The theory states that with economic growth comes inflation, which in turn should lead to more jobs and less unemployment.
Source:https://www.investopedia.com/terms/p/phillipscurve] 

Evidence reveals that positive growth rate has inverse impact on unemployment rate in Pakistan [Hussain, Siddiqi, & Iqbal (2010),  Arslan & Zaman (2014),  Rizvi & Nishat (2010)]. According to historical estimates the economy needs to grow at 6-7 percent to absorb the current levels of unemployment (Amjad, 2013) but growth (as discussed earlier) also declines during IMF programs period which results in increase of unemployment. According to IPR’s factsheet[footnoteRef:13], between 2012-13 and 2014-15 the number of jobs created was 1.4 million but by the end of 2014-15, the number of unemployed workers was 3.6 million. This shows that economy was not expanding with the pace of labor force. Therefore unemployment increased and low wage in informal segment was expanded. [13:  IPR stands for Institute of Policy Reforms. Institute for Policy Reforms is an independent and non-partisan think tank established to support policy making in Pakistan.] 

Unemployment situation in Pakistan is also attributed to decline of development expenditures which are replaced by other expenditures such as expenditures on military. Pakistan has been frontline state in war of terror since many years which has caused shift to increase in defense expenditure from development expenditure. Other reason include increase in tax base: as IMF programs also put emphasis on broadening the tax base to increase government revenues. The government, in this course impose sales tax and other indirect taxes such as withholding tax. These taxes in turn, reduces the purchasing power of consumers, reducing aggregate demand and investment and ultimately raising the unemployment.
[bookmark: _Toc520573337][bookmark: _Toc527725435]IMF & Inflation
Equation 3 in the table 6.1 provides empirical evidence of the impact of IMF programs on the rate of inflation in Pakistan from 1971 to 2016.
The coefficient of IMF dummy has come out positive and significant at 5 percent level of significance which suggests that the evidence of the inflationary effects of IMF programs in Pakistan is conclusive like the previous study of Hakro & Ahmad (2006) (Iqbal & Bilquees, 1994; Bird, 2001)] 
Regarding the other policy variables such as money supply (M2) contributes to decrease in rate of inflation as depicted by its negative but insignificant coefficient. However the impact of the exchange rate on rate of inflation turns out to be positive but also insignificant. The parameter of its own lag has a positive sigh and significant at 1 percent indicating that it is positively related to its own lag. 
The positive and significant parameter estimate of IMF dummy support the hypothesis that: IMF programs have contributed to inflation in Pakistan. It was in double digits during the program years of 2008 to 2010, reaching as high as 20.286 percent in 2008 and has just been declining in last few years. The average inflation rate from 1971 to 2016 is 9.0956percent. 
These effects can be attributed to contractionary nature of economic policies proposed by IMF. As IMF and other financial institutions believe that currencies of most of LDCs are overvalued therefore one of the trade policies proposed by IMF is to devalue the currency. Devaluation of currency upshots the price of imports. And Pakistan is managing under floating exchange rate because the rupee is pegged tote dollar. One of the major imports of Pakistan are coal, crude oil and machinery, as these are the major inputs of the domestic industry. The devaluation of rupee in programs years make these imports expensive resulting in cost push inflation which is the main source of inflation in Pakistan. Cost push inflation involves intervening on supply side and reducing the cost of production. Effect of money supply is negative on the  inflation during program years has turned out to be inconclusive. Foreign exogenous variables have no significant impact on the inflation rate as results for exchange rate are also insignificant.
[bookmark: _Toc520573338]Rise in inflation may also be attributed to the lack of coordination between fiscal and monetary policies which has made monetary policy largely ineffective in controlling the rate of inflation. As stated by Amjad, Din, & Qayyum, Pakistan (2011): “macroeconomic stabilization policies have been unsuccessful in curbing the rate of inflation, due mainly to the lack of coordination between monetary and fiscal policies.” This happens when government is borrowing more than agreed level with State Bank of Pakistan (SBP) and SBP cannot restrain from it. as the result of it that government finance the higher deficit but bearing high interest rates resulting in even further borrowing from interest rate. Borrowing from SBP give rise to in increased circulation of currency in the economy. This ruins the tight monetary policy as it enhance the supply of money in the economy.
IMF and Current Account Balance
Equation 4 in the table 6.1 provides empirical evidence of the impact of IMF programs on the current account balance in Pakistan from 1971 to 2016.
The results for the current account balance show that the parameter of the IMF dummy indicates the positive impact on the current account balance and it is statistically significant at 10 percent level .  Our results are consistent with the findings of [ ( Khan & Haq 1998) (Conway, 1994) Killick et al. (1992), Khan et al.(1990)] 
Inflation rate negatively affects the current account balance as the result is significant at the 5 percent level of significance. Another policy variable, net capital account (NCA) positively affects the current account balance but the results are insignificant. The parameter of current account’s own lag, taken as explanatory variable, shows that the current account is positively related to its own lag at 1 percent level of significance. 
The rationale behind taking current account balance as dependent variable is that the prime responsibility of the IMF to assist the country when it faces balance of payment problems. According to Vreeland (2007), the basic objective of IMF loans is to help the countries that are taking in more imports or fixed assets or finance than their exports, which causes imbalance. These loans finance the outstanding foreign debt arising due to such imbalance. The conditionality attached to the loans help the country to deal with BOP problems in a way that in future if such problems arrive the country will be able to deal with it without any assistance. The current account comprises transactions of a nation with the rest of the world. Particularly the difference in trades of goods and services, difference in earnings in investment outside the country and difference in transfer payments over a defined time. Current account deficit refers to measurement of a country’s trade where the value of the imported goods and services exceeds the value of the exported goods and services.
Against the backdrop, IMF involvement in Pakistan show positive but significant impact on the current account balance. Although the deficit in current account should be reduced either from rise in exports or from decline in imports of finished consumer goods but during recent times, in case of Pakistan, this deficit is condensed by reduction in import of capital goods and raw material  especially in production of domestic produced goods. This reduced the employment opportunities and thus undermining the growth in the economy. 
Shown in the results, inflation has adverse impact on current account; it causes the increase in price of domestic goods and increases the demand for imports and result in current account deficit. On the other hand, devaluation of money causes imports becoming expensive. The other policy variable, net capital account (NCA) improves the balance of payments account through compensating the current account balance. It has positive impact on current account.




[bookmark: _Toc520573339][bookmark: _Toc527725436]
CHAPTER 8
[bookmark: _Toc520573340][bookmark: _Toc527725437]CRITICAL ANALYSIS OF LAST TWO PROGRAMS OF IMF IN PAKISTAN
Pakistan witnessed a substantial increase in external debt of around 151% during 2007 to 2016.The average pace of the increase in debt accumulation during 9 years of two democratic governments is 16.5% and if the current pace continues , by 2025, the loan will increase to an exorbitant level of PKR 76Tn (Infonalysis, 2016). Pakistan Debt-to-GDP[footnoteRef:14] ratio has also been showing rising trend as it increased from 55.4% in 2007 to 67.8% in 2016.  [14:  Debt-to-GDP ratio is comparable indicator of country’s self-reliance on its production of goods and services for paying off its debt obligations.] 

Figure 7.1: External and Domestic Government Debt of Pakistan
[image: C:\Users\Aatka Zafar\Desktop\Untitled.png]
Source: KCCI Research, Ministry of Finance
Pakistan  has entered into 5 Standby Arrangements (SBA), 3 Extended Credit Facilities (ECF), 3 Extended Fund Facilities (EFF) and 1 structural Adjustment Facility(SAF) with IMF in the last three decades, taking the total no of program  to 12. However, none of loans in the past amounted for that much enormous amount as taken in 2008 and 2013 under  Standby Arrangement (SBA) and Extended Fund Facility (EFF).
Following is critical analysis of last two programs of IMF with Pakistan: 
[bookmark: _Toc520573341][bookmark: _Toc527725438]Standby Arrangement 2008-2011
[bookmark: _Toc520573342][bookmark: _Toc527725439]Background 
The time period, 2000-2004, witnessed a time of sustained growth but just only four years later, Pakistan entered into another contract with IMF in 2008. Let us follow the sequence of important economic developments that led to this situation for Pakistan turning to IMF in 2008. In 2007, we find that the exchange rate was though highly valued was fairly stable at PRs. 60 per US dollar, foreign exchange reserves were at their peak at $ 16.5 billion, current account deficit was running at 5.3 percent of GDP, exports had grown at 14.2 percent and import growth rate was 4.5 percent over the same period. . There was growth of 18.2 percent in monetary sector which was slightly above nominal GDP growth and 15.2 percent in private sector. In October 2007, headline CPI inflation was calculated around 9.3 percent on year to Year (YoY) basis. SBP borrowing to government was also in safe limits.
Starting November 2007, there was a sharp deterioration in the economic situation foreign exchange reserves began to rapidly deplete at $ 1 billiom per month and the inflation rate (CPI) climbed dramatically to 25 percent in 2008-09. Current account deficit mounted to 11.7 percent of GDP.
A combination of adverse international and domestic factors contributed to the rapid deterioration of these indicators. In 2008, US subprime collapsed bringing with it the global financial crisis and meltdown- the worst seen since the Great Depression 1929- which impacted rapidly on  both industrialized and developing countries. As economies were now closely interlinked due to rapid spread of globalization and lowering of tariff barriers and flow of capital, the downturn easily spread over the globe resulting in shrinking of credit and liquidity. The financial meltdown adversely affected the consumer market, the real estate market and more generally the process of investment in production of goods and services. During the time of 18 months, oil prices rose from $ 50 a barrel to $ 150 which resulted in immense rise in the prices of commodities.
The necessary changes and adjustments in the prices of oil, electricity and gas in response to the drastically changing international conditions were not passed on by the government. The country was preoccupied with political issues and judicial crisis. Fiscal deficit was widening  as higher prices of oil and food grains was not passed on to consumers through high and rising subsidies which led to excessive borrowing from the Central Bank. Economic decision making was weak in the last days of the Musharraf government and after the general elections the newly elected PPP government was not fully aware of the seriousness and depth of the financial crises the country faced. A spike of terrorist activity and the war on terror to control this exacerbated the law and order situation for Pakistan. As Pakistan was the frontline state in war of terror, external trading activities were adversely affected due to the increased cost because of higher rate of insurance covers. In addition to this, Pakistan had to bear loss of precious lives as well as infra-structure (Zaidi, 2015).
In this context, it is important to mention the issues in investment, both domestic and foreign. Previously, the governments took benefit from foreign direct investment and capital flows backing the current account deficit (Amjad, 2013) but after 2007, due to uncertain political environment such as murder of the Benazir Bhutto (former Prime Minister), the unsuccessful coalition government of PPP and PML-N and the frequent changes in economic managers blaming each other for hiding the facts led to significant decline in investor confidence. As the result [footnoteRef:15] : [15:  Taken from Pakistan: Letter of Intent, Memorandum of Economic and Financial Policies, and Technical Memorandum of Understanding November 20, 2008 from IMF website] 

· The real GDP growth declined from 6.8 percent in 2006/07  to 5.8 percent in 2007/08 due to slowdown of output from agriculture and manufacturing 
· In October 2008 there was rise in Core inflation (excluding energy and food) to 18 percent while headline CPI 12-month inflation rose to 25 percent.
Figure 7.1: Inflation rate (%) from 2000 to 2011



Source : Pakistan Economic Survey, 2011-12

· There was steady rise in the external current account deficit to about $14 billion or 8½ percent of GDP in 2007/08. Although The exports and workers’ remittances grew but total imports rose by more than 30 percent owing to an increase of $4 billion (2½ percent of GDP) in the value of oil imports and strong aggregate demand growth. 
· The surplus in the financial account of the balance of payments declined to $7.7 billion, from $10.1 billion in 2006/07, which resulted in the decline of the gross international reserves of the State Bank of Pakistan (SBP) of $5.7 billion, to $8.6 billion at end-June 2008. There was further reduction in the reserves to $3.4 billion (less than one month of imports) as of end-October 2008. 
· In 2007/08 the fiscal deficit rose to7.4 percent of GDP from 4.3 percent in 2006/07 which was mainly attributed to the rise in the food and electricity subsidies which were effected by rising international prices that were not passed on to consumers, higher unforeseen interest payments and additional expenditures on security. The deficit was largely covered through SBP financing. 
· Between July 2007 and July 2008, SBP increased its discount rate in several steps by 350 basis points, to 13 percent to contain inflationary pressures but despite of this increase SBP financing of the government could not be avoided in end of 2008. Table 7.1 shows economic overview of Pakistan from 2004 to 2008.


Table 7.2: Economic Overview of Pakistan 2004-2008

	Years
	2004/05
	2005/06
	2006/07
	2007/08

	Real economy (change in percent)

	Real GDP
	9
	5.8
	6.8
	5.8

	CPI (end year)
	8.7
	7.6
	7
	21.5

	Gross national saving (percent of GDP )
	17.7
	17.8
	18.2
	12.9

	Gross capital formation(percent of GDP)
	19.1
	21.7
	23
	21.3

	General Government (percent of GDP)

	Overall balance (Excluding grants)
	-3.3
	-4.3
	-4.3
	-7.4

	Primary balance
	0.2
	-0.6
	0.2
	-2.5

	Debt
	61.2
	55.8
	54.1
	57.9

	Money and credit (end of period percent change)

	M2
	19.3
	14.9
	19.3
	15.3

	Interest rates (percent)

	Six month treasury bill rate (average, in percent)
	4.7
	8.2
	8.8
	11

	Balance of payments

	Current account (in percent of GDP)
	-1.4
	-3.9
	-4.8
	-8.4

	External debt (in percent of GDP)
	31.3
	28
	26.9
	26.5

	Reserves (in millions of U.S dollars)
	9805
	10765
	14302
	8591

	Exchange rate

	Exchange regime 
	Managed floating

	Real effective rate, CPI basis (annual average, 2000=100)
	0.2
	5.3
	0.5
	-0.8

	
	
	
	
	


Source: Pakistan: Letter of Intent, Memorandum of Economic and Financial Policies, and Technical Memorandum of Understanding November 20, 2008
Given the deteriorating conditions there was no option but to return back to IMF as friendly countries also refused to help and donate to Pakistan. The new government under increasing pressures signed 23-month Stand- by Arrangement (SBA) with IMF in October 2008 of USD 7.6 billion, which was increased to $11.3 billion in August 2009 and once more extended by another nine months till September 2011 (Amjad, 2013).
[bookmark: _Toc520573343][bookmark: _Toc527725440]Objectives of SBA 2008:
The Stand by arrangement facility proposed by IMF for Pakistan was aimed to support country on stabilization measures and policies which were going to rebuild the economy while taking care of poor and vulnerable group of society. Basically, IMF was there to ease the path of adjustment that the authorities themselves proposed. In this scenario, $ 3.1 billion out of $ 7.6 billion loan was made available immediately to the government to strengthen the reserve position of the Pakistan’s economy. The key elements of the program were as following (IMF, 2008): 
· One of the major objectives of the program was the reduction in the fiscal deficit which had reached 7.4 percent of GDP in 2008 to 4.2 percent in 2009 and further to 3.3 percent in 2011. This reduction in fiscal deficit was planned through reducing energy subsidies, development expenditures, introduction of VAT to increase tax revenues and bring out tax reforms. While it was ought to reduce the fiscal deficit, it was also planned not to compromise the spending on social safety net aimed through Benazir Income Support Program (BISP).
· On the monetary policy side, it was aimed to increase the interest  rates 13 to 15 percent which would help in decreasing inflation. 
· Trade policy included the reduction in the exchange rate to gain back the competitiveness (although not made explicit) and reduce imports.
· One of the essential elements of program was to strengthen the poor through better process of social assistance. The planned increase in the social spending was from 0.6 percent of GDP to 0.9 percent in 2008/09. 
Annexure 1 show progress in quarterly reviews, quantitative performance criteria, indicative targets, and agreed structural benchmarks.
[bookmark: _Toc520573344][bookmark: _Toc527725441]Fiscal Sector
The most significant reform of the SBA 2008 was fiscal consolidation to a desired level. As mentioned before it was planned to be achieved through curtailing energy subsidies, non-development expenditure and better prioritizing the development expenditure which would have decreased the government spending and bring reforms in the tax policy and tax administration to increase government revenues. The table below show the government revenue and expenditure and the gap between throughout 2000 to 2011.
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Figure 7.2: Revenue Expenditure Gap ( % of GDP)
Source:  Pakistan Economic Survey 2011-12
The decline in the public expenditure was achieved from cutting federal Public Sector Development Program (PSPD) as a result deficit fell in 2008/09 but once again in June 2010 increased to 6.3 percent of GDP because of failure to decrease public expenditure. Borrowing from the state bank and later from commercial banks helped in financing this gap which resulted in increase in the money supply which inturn resulted in rise in inflation to double digits. Although, national debt (domestic and foreign) rose to over PRs 12000 billion in 2011/12 from PRs 6000 billion in 2007/08 showing alarming fiscal deficit.
There was also rise in foreign debt from USD 28.8 billion to USD 60.3 billion in March 2012 (Pakistan Ministry of Finance, 2012). Although by the end of the period total debt as percentage of GDP decreased from 78.9 percent to 58.2 percent, interest payments on domestic debt had risen up to 33.4 percent of current government expenditures. These payments served as majors’ factors in curtailing development expenditure.
Table 7‑3: Fiscal Indicators as Percentage of GDP of Pakistan
Source:  Pakistan Economic Survey 2011-12
[image: C:\Users\Aatka Zafar\Desktop\fisca.png]Notes ^: The base of Pakistan’s GDP has been changed from 1980-81 to 1999-2000, therefore, wherever GDP appears in denominator the numbers prior to 1999-2000 are not comparable.
 † : Statistical discrepancy (both positive and negative) has been adjusted in arriving at overall fiscal deficit numbers.
 * : Include earthquake related expenditure worth 0.8 and 0.5 percent of GDP for 2005-06 and 2006-07 respectively. 
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[bookmark: _Toc527725442]Tax Reforms
One of the most important performance criteria of this arrangement was , “the government will submit the a draft of legislative amendments to parliament to harmonize the income tax and GST laws, including tax administration purposes and to reduce exemption for both taxes”(IMF,2008). The aim of keeping this conditionality as a key objective of the program was to enlarge the tax base in the country which would have in turn enhance the financial resources for productive investment and helped in improving economic development. The effective system of tax raises the tax -to -GDP ratio and shrinks the fiscal deficit of the country. Amjad (2013) states that the tax to GDP ratio over economic cycle of PPP government under SBA remained between 9-10 % and government was unsuccessful in bring necessary tax reforms to increase it above 10 %, which is around the average 15-17 percent in developing countries. 


Figure 7.3: Tax-to-GDP ratio 200-2011
Source:  Pakistan Economic Survey 2011-12
Unfortunately the government was not able to complete the terms of this conditionality till end-June, 2009 and its deadline was increased in the second review to end-September, 2009. It was decided that the value added tax (VAT)[footnoteRef:16] will be made effective from 1st July, 2010. In November 2009, IMF staff mission conducted a third review which stated the successful progression in the introduction of VAT by July 1, 2010. It was planned to present this law by end-December, 2009 before the parliament but was submitted after few months delay in end of February, 2010. This delay was mainly attributed to the opposition of provincial governments who backed out to implement it. In April, 2010 forth review under the program was conducted in which implementation of the VAT was reconfirmed by the government but unfortunately once again extended till October, 2010. In order to get the deferred tranche , the finance governor gave another deadline to IMF to impose Reformed General Sales Tax (RGST) - another name for VAT but government failed to implement it yet again in 2011 which seriously agitated IMF and was a major factor in the suspension of any further tranche.  [16:  A value-added tax (VAT) is a type of tax that is assessed incrementally, based on the increase in value of a product or service at each stage of production or distribution. For tax purposes value is added whenever the value of a product and service increases as the result of application of factors of production.] 

The failure to impose VAT was mainly because the opposition from the other political party in the coalition government which was brought by the business community who didn’t want this newly proposed sales tax law. It was oppose by masses because it would have led to have documentation of the economy and therefore bring into the tax net a large part of the economy that defaults on tax payments (Amjad, 2013). Also it was common believe among business groups who  feared that this tax reform will increase the price of products and thereby putting additional burden on end consumer.(Nazre)
[bookmark: _Toc520573346][bookmark: _Toc527725443]Subsidy on Energy Sector
Another important benchmark of the program was “adjustments of electricity tariff during 2008-09 with a view of eliminating the subsidy altogether by end –June 2009.”(IMF, 2008)
The huge subsidies provided to power sector consumed a substantial portion of revenues while budgetary resources available were already limited. In addition to already poor management of power sector in Pakistan which had led increasing fiscal deficits in the economy. It was estimated that in 2007/08 power sector was consuming  7.6 percent of total revenues as subsidies Which rised to around 15 percent in 2010/11 and jumped to 18 percent in 2011/12 (Malik, 2013). From feburary, 2009 Government took practical steps to eliminate the subsidy by increasing the electricity rates in addition to firm decision to continuously increase it to an average 4 percent till end June 2009. PPP government opted for rental power plants to enhance the supply in the short term but the decision doesn’t proved to be fruitful because often expected the problem in the supply of energy was the not the lack of power generating capacity but was insufficiency of fuel to run the already present power plants. This shortage of the fuel was the result of subsidized selling price and cost of production as the government was unable to cover the full cost of subsidy which give rise the circular debt (Amjad, 2013, p. 65) Although the government had firm resolve to eliminate the subsidies and in this course raised energy prices and later made adjustments but was not able eliminate it completely due to opposition from coalition partners. Indeed the energy shortages and subsidize prices led to many economic issues  during all the 5 years of PPP  government and it was major factor of abonnement of SBA in autumn 2011 as it main conditionalities included relinquishment of subsidies on power sector.
Despite the Manifold increase in the cost of electricity, the failure of government to bring reforms in the power sector may be attributed to many factors including inappropriate and insufficient policies by government in relation to current generation mix plus the poor management of the power sector including bad governance as a whole.
[bookmark: _Toc520573347][bookmark: _Toc527725444]Floods
In the months of July and August, 2010, Pakistan was hit by the worst floods of the history. This natural calamity adversely affected 12 percent of Pakistan’s population (Zaidi, 2015) particularly destroying two million houses, agricultural crops and infra-structure in many parts of the country. Economy was devastated. It was already the period of economic slowdown and in addition to the consequences of militancy and terrorism that the country was facing, the floods made the matter worst. To help Pakistan overcome this natural clamity IMF approved a further US$ 451 million disbursement under the Emergency Natural Disaster Assistance framework in 15 September 2010.Floods again, in 2011, caused further damage but far less than in 2010.
[bookmark: _Toc520573348][bookmark: _Toc527725445]SBA 2008: An Appraisal:
The IMF supported SBA program 2008 ended in failure. It can be concluded that economy achieved stabilization in the beginning of the program but later negative trend was indicated. Figure 8.4 below, shows the trend in GDP growth from 2000 to 2012. The growth declined. The GDP growth target which was set at 4.5 percent for fiscal year 2010/11, reduced to 2.5 percent with lower agriculture and manufacturing output trend. Energy shortfall increased.




Figure 7.4 : GDP Growth (%)
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Source:  Pakistan Economic Survey 2011-12
	



Budget deficit target and borrowing was continuously breached during the program years. Inflation remained in double digits in all three years. Key issues of the program such as taxation (particularly the RGST) were always opposed by coalition partners .According to (Bukhari & Haq, 2011), the main reason of the failure of the SBA 2008 was inability of the government to implement tax reforms. 
[bookmark: _Toc520573349][bookmark: _Toc527725446]Extended Fund Facility EFF 2013-2016
In September 4, 2013, After the failure of SBA 2008, Pakistan entered into 36-month extended arrangement under the Extended Fund Facility (EFF) for SDR 4.393 billion (US$6.64 billion, 425 percent of quota). Following the Executive Board discussion on Pakistan, Ms. Nemat Shafik, Deputy Managing Director and Acting Chair, issued the following statement: “Pakistan is facing serious economic challenges. Overall vulnerabilities and crisis risks are high, with subpar growth and unsustainable fiscal and balance of payments positions. In this context, the authorities’ comprehensive economic program is timely and welcome. The assistance under EFF carries on for a longer period of that of SBA and up to three years of assistance may be planned out. However, this period may extend to as long as four years if the balance of payments requires a longer assistance, or if macroeconomic conditions face protracted problems, and if the borrower shows both the ability and will to make fundamental rectification in structure. Starting from the date of disbursement, this loan is returned in 4½–10 years. 
[bookmark: _Toc520573350][bookmark: _Toc527725447]Background 
The economic conditions that led Pakistan to enter IMF program were as following:
· Economic conditions in Pakistan were continuously deteriorating throughout the past few years which were strongly seen in the GDP indicator which remained around only 3 percent in past five years. With this near to the ground growth in GDP and increasing rate of inflation of over 8 percent, it was impossible to fully absorb the growing labor force and living standards of large population. 
· The weak performance in the private sector credit resulted in the decline of  private investment from 14 percent of GDP in 2007/08 to an estimated 10.9 percent of GDP in 2012/13. 
· By the end of June 201, gross reserves of State Bank of Pakistan dropped to US$6 billion (under 11⁄2 months of imports).  
· Slippages occurred on both revenues and expenditures which resulted in rise in fiscal deficit from over 81/2 percent of GDP in 2012/13 well above the original budget target (4.7 percent of GDP). In the previous fiscal year the government couldn’t bring reforms in tax collections due to factors such as improper tax administration and decline of economic activity which caused the decline in revenue of 11/4 percent of GDP. On the other hand, higher expenditures (23⁄4 percent of GDP) of the government were the product of higher energy subsidies. 
Table 7.4: Macroeconomic Indicators – 2008-12
	
	2007-08
	2008-09
	2009-10
	2010-11
	2011-12

	Growth Rate
	5.0
	0.4
	2.6
	3.6
	3.8

	Inflation
	12.0
	17.0
	10.1
	13.7
	11.0

	Fiscal Deficit
	-7.3
	-5.2
	-6.3
	-6.5
	-8.8

	C/A Deficit-$
	(13.9)
	(9.3)
	(3.9)
	0.2
	(4.7)

	C/A Deficit
	(8.2)
	(5.5)
	(2.2)
	0.1
	(2.1)

	Reserves-$
	11.4
	12.4
	16.8
	18.2
	15.3

	Coverage-M
	2.6
	2.9
	3.6
	3.6
	2.7

	Revenues
	14.0
	14.0
	14.0
	12.0
	13.0

	Expenditures
	12.8
	11.7
	10.5
	9.3
	9.7

	Invest-G
	4.8
	4.3
	3.7
	3.2
	3.7

	Invest-P
	12.8
	11.7
	10.5
	9.3
	9.7

	Total-Invest
	17.6
	15.9
	14.2
	12.5
	13.5


All values are percentage of GDP, except $, which is in billions and M, which is in months
Source: Pakistan Economic Survey
	


· During the whole reign of PPP government the energy sector remained preoccupied with significant problems in electricity supply and large fiscal costs including varying prices, poorly targeted subsidies, insufficient collections, inadequate governance and low efficiency in energy supply and distribution, regulatory inadequacies, and insufficient investment in new energy production and modernization. Which resulted in average 8-10 hours per day load shedding in country putting adverse impact on industry and employment. It was estimated that 2 percent of GDP annually was being wasted in output losses.
[bookmark: _Toc520573351][bookmark: _Toc527725448]Objectives of the Program
The government introduced an economic reform agenda under EFF to fortify macroeconomic and structural policies, overcome economic imbalances, produce employment opportunities and bring sustain growth and development in the country.
This reform program had following objectives: 
• The program aimed at improving medium term growth rate in addition to balanced fiscal and external positions which would have brought macroeconomic stability. It was aimed that in this path of structural reform, government will protect the vulnerable and poor for any direct or indirect effects.
[bookmark: _Toc520573352][bookmark: _Toc527725449]Elements of the program:
· It was aimed to increase growth gradually to near 5 percent by 2015/16 through macroeconomic stability and bring necessary structural reforms
· Curtailing inflation between 6-7 percent by 2015/16 from the level of 8.3 percent in the beginning years of IMF program. 
· Program elements included rise of reserves of Central Bank over 3 ½ months of imports by 2015/16.
· One of the main objective of the program included fiscal consolidation. Fiscal deficit which was around 8 percent in 2012/13 was aimed to reduce at to 3 ½ percent of GDP by 2015/16. Provincial governments were also expected to take part in this fiscal consolidation. Strong tax system was also one of the important objectives in this regard.
· EFF 2013 included significant reforms in energy sector in order to improve its efficiency and generation.
· One of the main objectives of the program was trade liberalization plus brings reforms in the public sector through privatization.
· The program included the improvement in the business climate to enhance investment process I the country.
· The long term objectives of the program were to gain the growth rate like that of other emerging markets in Asia and it should be sustained, creation of employment opportunities to reduce unemployment and poverty and improve living standards of people.
Annexure 2 show progress in quarterly reviews, quantitative performance criteria, indicative targets, and agreed structural benchmarks.
This time in 2013 to 2016, Pakistan was finally successful in implementing the reform agenda under the IMF’s EFF program which included achieving the macroeconomic stability as its most significant objective with balance in both external and internal sector. As the consequence, Pakistan was able to able complete this program after so many years of macroeconomic stability and failed program. Once again Pakistan was able to retain its reserves and overcome its fiscal deficits.
[bookmark: _Toc520573353][bookmark: _Toc527725450]Growth
The economy had grown smoothly since 2013-14 with a real GDP growth rate increasing from about 4 percent to 5.28 percent in 16-17. The last year saw the highest growth rate of the decade indicating a revival in the economy of Pakistan. As opposed to last year when the agriculture sector had grown by 0.27 percent, this year the sector boasted a growth rate of 3.46 percent. Similarly, large scale manufacturing accelerated growth from 3.29 percent last year to 4.61 percent this year and so too did the Services sector: from 5.98 percent from 5.55 percent last year. Also, the Commodity sector beat the last year’s growth rate of 3.03 percent to grow by 4.26 percent this year.
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Figure 7.5 : GDP Growth (%)
Source: Pakistan Economic Survey 2016-17

[bookmark: _Toc520573354][bookmark: _Toc527725451]Fiscal Reforms
Fiscal adjustment was one of the most significant part of EFF supported Fund program. During the program years, fiscal position continuously improved. Under the program, there was decrease in fiscal deficit from 8.2 percent of GDP in 2013 to 4.6 percent in 2016 which was the lowest in last nine years. Total expenditure grew by 4.6 percent of GDP while due to growth of tax,  total revenue also increased by 13.1 percent. The recurrent spending of federal government grew by only 3.5 percent   and that of provincial government grew by 11.7 percent which, in 2016,caused 0.3percent  primary deficit (excluding grants ) compared to 0.6 percent in 2015.
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Figure 7.6: Revenue-Expenditure Gap (% of GDP)
Source: Pakistan Economic Survey 2016-17

Federal Board of Revenue (FBR) performed strongly in 2013-2016 which helped in increasing total revenue of government .The program led to increase in tax revenue which was 10 percent of GDP in 2013 to 12.4 percent in 2016. In 2016, there was increase of 20 percent in FBR tax collection, exceeding its target of Rs. 3,104 billion by Rs. 8 billion. This was achieved through eliminating tax exemptions and strengthening tax administration. Withholding tax on immovable property transactions was introduced. But FBR significantly relied on custom duties rather than direct tax which continually underperform during the 3 years. Although these taxes may have positive impact in terms that they provided encouraged the tax payers to register their income but on the other hand it had adverse effect on financial deepening. 
Table7.6: Fiscal Indicators as Percent of GDP
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One of the key demand by the fund was to broaden the tax base under which government was asked to take stringent measures to curb tax evasions. In this course, the government issued 10,000 notices to major probable tax evaders. But the success in in broadening the tax net cannot be fully achieved in the country people pay taxes.
Until 2014, Targeted cash transfers to the poor were increased by 20% and the coverage is being expanded from 4½ million families to nearly 6 million families and there was No electricity price increase for lowest level consumers.
[bookmark: _Toc520573355][bookmark: _Toc527725452]Monetary policy
IMF’s program had significant positive impact on monetary policy of Pakistan during 2013 to 2016 in addition to other factors such as private sector credit pick up. It was a preliminary condition of IMF that the State Bank of Pakistan (SBP) should increase its purchase of foreign exchange to build up its reserves. As a result, SBP it collected $ 125Mn by Jul 1, ‘13. This caused shortfall in supply which drastically depreciated the value of rupee where it touched  PKR 110 as on Sep 26, ‘13 against dollar in the open market reflecting a decline of 9.84% in Jun-Sep ’13 period, which later recovered to PKR 106 by SBP through injection of $ 60Mn.
Pakistan was lucky during 2014 in term of some international factors that helped to build back the SBP’s reserves such as declining prices of oil, financial inflows, increased workers’ remittances and Coalition Support Fund (CSF) flows. This in turn stabilized the foreign exchange market. This decline in the international oil and commodity prices in addition to stability in Pakistani rupee helped the country in curbing inflation considerably
[bookmark: _Toc520573356][bookmark: _Toc527725453]Inflation
Under the program, Inflation was moderated in 2014, although it remains high and lending from SBP to the government was curtailed under the program, which reduced inflationary pressures. Average inflation for FY16 reached a 13-year low of 2.9 percent. In the second and third quarters there was decline in food price and the average inflation remain low due low domestic prices of domestic petroleum, oil, lubricants prices which were driven international prices. But since 2016, international oil prices recovered which increased headline inflation. In September 2016, the inflation rate reached 3.9 percent from 3.6 in August, the same year.
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Figure 7.7: CPI Inflation
Source: Pakistan Economic Survey 2016-17
[bookmark: _Toc520573357][bookmark: _Toc527725454]Energy sector reforms:
Another pre-requisite for the EFF was that the government should develop and approve a three-year plan for phasing out Tariff Differential Subsidies (TDS) and increase the weighted average tariffs by 50% on industrial, commercial, and bulk users while, announcing a reduction of the subsidy on second group of consumers (those with consumption levels above 200kWh) through increasing the weighted average notified tariffs by 30%. This measure implemented by the government led to increase in cost of production and eventually in erosion of the purchasing power of the masses. The subsidies provided on energy sector pose a significant amount of fiscal costs to government in addition to accumulation of arrears in the energy sector. In accordance to IMF program, plans were laid out to reform the energy sector in 2013 which included the raising tariffs of electricity while lowering the subsidies provided on it. in path of these reforms  government took steps to improve efficiency of  technical and commercial aspects of energy sector. Until 2014, under the EFF supported fund program, Government introduced revenue-based load-shedding and enacted amendments to the Pakistan Penal Code 1860 and the Code of Criminal Procedures 1898 and in this course a professional Audit firm was hired to conduct the technical analysis of arrears in the energy sector.  Energy company collection rates were increased by 3% and  the output capacity of  Energy  was increased by 700 MW.
By 2016, the government was finally successful in bringing down its losses from 18.6 percent in 2013 to 17.9 percent, along with increase of bill collection increased   from 88.7 percent to 94.6 percent over the same period. Load shedding was also curtailed and averaged about 6 hours a day and successfully reduced for industry. Government somehow managed to attract significant private investment into electricity generation, especially through the China Pakistan Economic Corridor (CPEC) program which enhanced the output.
[bookmark: _Toc520573358][bookmark: _Toc527725455] Privatization:
A number of structural and administrative policy measures were required by IMF which contains development and approval of Public Sector Enterprise (PSE) reform strategy for 30 firms among the 65 PSEs approved for either partial or total privatization by Sep ‘13. Another demand under the structural policies was the privatization of 26% shares of Pakistan International Airline (PIA) to strategic investors. 
When PML-N government came in power in 2013, PIA suffered with worst fiscal performance in its history. This state owned company was losing 44 billion rupees per year. With such huge losses government at that time found it better to comply with IMF  conditionality to privatize PIA which was planned by December 2014. In accordance to this plan, government successfully sold PIAs shares in different banks  and publicly-traded firms by 2015 and around 40 percent in Pakistan Stock Exchange in the next year. However, government had to postpone the privatization of largest state owned enterprises (SOEs) of Pakistan, namely PIA, Pakistan Steel Mills (PSM), Pakistan Railways (PR) and several power generation and distribution companies due to immense resistance from political parties and labor unions.
[bookmark: _Toc520573359][bookmark: _Toc527725456]Social Protection
To mitigate the impact of removal of subsidy, the Benazir Income Support Program (BISP) formed by the previous government was extended by Nawaz Sharif government. BISP has been the largest targeted social assistance mechanism directly reaching 4.8Mn families (16% of the population).  For FY14 budget, govt. increased its allocation to BISP to PKR 75Bn from PKR 70Bn which increased the level of benefits from PKR 1,000 to PKR 1,200 per family per month reaching 5.7Mn families (approx. 20% of the population) and  expanded it  to cover 6.6Mn families (24% of the population) in 2016.
[bookmark: _Toc520573360][bookmark: _Toc527725457]Trade
The country’s competitiveness is marred by a weak external environment and supply side issues leading to poor exports. According to a 2013 survey by the World Bank, taxes, costly and insufficient supply of electricity, corruption and poor infrastructure are the major impediments to investments by the private sector. Hence, the government is implementing an economic reform program to address these issues. The financial sector is also being reformed to rectify the business environment. Moreover, the federal and provincial governments have found common ground -with a strictly scheduled plan- in reforming the investment environment and the major issues to doing business (registering property, initiating a business and accessing capital). In a bid to rectify the tariff structure, the government has reduced the tax slabs from six to four bringing down the simple average by a meager percent from FY2013 to FY2016. Meanwhile, regulatory duties were increased significantly (to obtain revenue targets) so that the percentage of imports paying duties swelled from 1 percent in FY13 to 10 percent in FY15. The government needs to pay more attention to the balance between revenue objectives and trade competitiveness as the increase in duties and weak external environment have kept export performance poor over the last few years.
Since its inception, the new government of Pakistan has made serious endeavors for economic reforms bringing about significant improvements in external and internal macroeconomic balances. The country has been able to implement large reforms in the business environment, energy sector and taxation. However, towards the termination of its term, the government seems to falter in its efforts for reforms. Work on electricity sector has also stalled and the circular debt has resurged. Tax collection by FBR has also dipped below targets after a period of strong collections. Collaboration between the federal and provincial governments has remained poor. To sustain macroeconomic stability and to increase the rate of growth, the momentum of reforms needs to be continued.
[bookmark: _Toc520573361][bookmark: _Toc527725458]EFF 2013-2016 an Appraisal
Pakistan successfully completed IMF supported Extended Fund Facility (EFF) which remained from 2013 to 2016. According to the Article IV consultation of the Executive Board of the International Monetary Fund (IMF) in June 14, 2017, as the result of strong stabilization reform under IMF supported EFF program ,real GDP was increased and sustained to 6 percent with the support of China Pakistan Economic Corridor (CPEC) investments, energy sector was improved 
(With less load shedding), despite of increase in Inflation it was contained, and the financial sector has remained sound. 


Figure 7.8: Fiscal & Current Account deficit 2000-2017
Source: Pakistan Economic Survey, various issues

[bookmark: _Toc520573362][bookmark: _Toc527725459]Lessons Learned From Last Two Programs
Pakistan entered the last IMF program in 2013 at the time when the economy in the preceding five years (2008-2013) had registered one of the poorest performances – having been hit by global financial crisis, exceptional high commodity prices, particularly oil, and the devastating floods of 2010. The 2008 Fund program ended in failure. Although the 2008 program was entered into after an exceptional run of economic growth and price stability between the year 1999 and 2007,but the political instability coupled with global crisis deteriorated the macroeconomic conditions. Thus, on both these occasions (2008 and 2013), before the beginning of the Fund program there was a significant downturn in economic activity alongside macroeconomic instability (Khan W. M., 2018) .
Now if we closely examine the four economic indicators that we empirically tested in terms of how IMF programs affected them. As we already concluded from Autoregressive Distributed lag Model (ARDL) model that IMF Programs have had a negative impact on inflation and unemployment rate. However, there is no significant impact on GDP growth and while there is positive impact on the current account balance it is not statistically insignificant. Now we will examine datawise that how these indicators change over the years of IMF programs. Table 7-8 gives the picture of the Economic Indicators under study from 2008 to 2012. 
Table 7.8

	Economic Indicators under study
	2007-08
	2008-09
	2009-10
	2010-11
	2011-12

	
	Average Annual

	Growth Rate
(at constant fc)%
	5.0
	0.4
	2.6
	3.6
	3.8

	Inflation (CPI)
(Growth %)
	12.0
	17.0
	10.1
	13.7
	11.0

	Unemployment Rate (% per annum)
	5.2
	5.2
	5.5
	6.0
	6.0

	C/A Deficit 
(growth %)
	(8.2)
	(5.5)
	(2.2)
	0.1
	(2.1)


Source: Pakistan Economic Survey 2016-17

The program was a 23-month SBA approved in November 2008. It started of very well and two reviews were successfully completed. Things started to unravel afterward .During the years of SBA 2008 to 2011, we see the decline in GDP growth although supported by our model show insignificant results related to it. There is rise in unemployment which is in line with our empirical evidence. Current account balance also reduces which support our theory but on the other hand inflation is decreasing. Although, inflation remain high and above 10 percent on average.
Table-7.9, gives the data of economic Indicators under study for 2012-13 to show the circumstances prevailing just before the program, followed by the performance under the program over the next three years, the program duration.
Table 7.9
	Economic Indicators under study
	2012-13
	2013-14
	2014-15
	2015-2016
	2016-17

	
	Average Annual

	Growth Rate
(at constant fc)%
	3.7
	4.05
	4.1
	4.5
	5.3(P)

	Inflation (CPI)
(Growth %)
	7.4
	8.6
	4.5
	2.9
	2.8

	Unemployment Rate (% per annum)
	6.2
	6
	5.9
	5.9
	6

	C/A Deficit 
(growth %)
	(1.1)
	(1.3)
	(1.0)
	(1.2)
	(2.0)P



Source: Pakistan Economic Survey 2016-17
Evidently, the program had achieved significant stabilization together with growth, which gradually picked up and broke the logjam that prevailed in the previous five years. Against our estimation inflation remain low and show declining trend which was due to massive decline in world oil prices. Unemployment also decreased. Current account deficit also show decreasing trend.
Conclusion:
The IMF supported SBA program 2008 ended in failure. The growth declined tremendously; decreasing from 5 percent in 2008 to less than 1 percent in 2009 as a result of sharp decline in fiscal deficit. However, the 2013 agreement, partly due to the groundwork done by the interim finance team, was able to avoid this shock through a more gradual decline in the fiscal deficit. Sharp reduction of subsidies in the 2008 program led to inflation hitting 17 percent in 2009 and food inflation was as high as 25%. Pakistan successfully completed IMF supported Extended Fund Facility (EFF) which remained from 2013 to 2016. Real GDP was increased and sustained to 6 percent. The sharp decline in pubic development expenditure (to reduce the fiscal deficit during both programs), resulted in negative impact on development in social sectors such as education and health.
Although the country successfully completed the IMF EFF program in 2016 but very soon after it, Pakistan begins to suffer from weakening of its macroeconomic indicators. One of the key example is country’s fiscal balance which had been showing declining trend in the previous years  increased to 2.4 percent of GDP in 2017, 0.6 of a percentage point higher than in the same period last year.
Despite of sound macroeconomic indicators in 2016, the current account deficit widened in the first nine months of FY17 after the downturn in exports by 1.2 percent and rise in imports by 14.2 percent in comparison to the same period in FY16. The rising imports consisted of capital goods and energy while Foreign exchange reserves declined in the context of a stable rupee/dollar exchange rate. From 2015, exports were showing downward a trend which was caused by textiles, which comprise 59 percent of total exports. 
Khan W. M., (2018) states  that: “At present, the paradox is that the economy is moving up-the-curve in all leading indicators, while failing miserably in policy management”. At the end of latest program of IMF in Pakistan, the economy witnessed revival of growth and stability in price but the factors behind these rising indicators are decline in oil prices and the most important is arrival of CPEC in Pakistan. Now the present government is engaged into political issues such as Panama Papers and its effects in additions to worries of new elections that are just around the corner, the economic management is left unattended. 
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According to Joseph Stieglitz (2006), renowned economist and former SVP of World Bank, said, “Stabilization policy cannot be separated from growth policy. Failure to stabilize may hurt growth but stabilization in the traditional sense in terms (price stability and fiscal adjustment), does not necessarily lead to economic growth.” The classical model of IMF program includes the sharp contraction in the economy from demand compression through reducing budget deficit. This has significant adverse impact on growth (as we found through our empirical research). The country should be cautious in agreeing to fiscal deficits targets with IMF to avoid sudden and sharp effects on growth and unemployment which has effects on masses (Amjad, 2013). Asian Development Bank also criticizes IMF programs for not identifying the sources of inflation in Pakistan. According to their report Pakistan is facing high inflation and insufficient development due to lack of use domestic resources (Mustafa, 2009).
The basic nature of IMF programs has changed over time. In the first stage, it entailed mainly lending for Balance of Payments support with little or no conditionalities. This drastically changed post 1989 when IMF programs were highly intrusive in terms of dictating national economic policies.It is, therefore, difficult to establish, as our research shows, any direct relationship between IMF programs and their impact on key macroeconomic variables
Our time series analysis in the first half of thesis, presents the impact of IMF programs on main macroeconomic indicators of Pakistan from 1971 to 2016 (last program of IMF in Pakistan till date) and empirically interprets the negative impact of IMF policies on unemployment and inflation rate in Pakistan during program years. Although results related to GDP growth are found inconclusive while there is a positive effect on current account balance.
In the second half of the study, a detailed overview of the last two programs of IMF in Pakistan (SBA; 2008-2011 and EFF; 2013-2016) reveals the fact that we cannot generalize the effects of IMF programs and their sources. If we closely examine the macroeconomic indicators of the first program under study we will see that our empirical results seems to align with these variables but the next program performance doesn’t. Even after the successful completion of last program, the Positive results dissipated in the last two years by the government ending in high fiscal deficit, current account deficit, and fall in foreign exchange reserves. An important conclusion that emerges is that each program has to be analyzed in the given economic circumstances of the country in which it is being implemented in as austerity in public spending, devaluation, and monetary tightness etc. may not deliver favorable results in every setting and country.
Pakistan has been historically wrought with frequents changes in government, and during the period of 1989-2000, this has led to abandoning of IMF programs, and though many were started, their effects were only marginal on the key economic indicators of Pakistan. Let us now look at the major conclusions that can be drawn from Pakistan experience with IMF:
In case of Pakistan, when the country turns to IMF it is in desperate economic conditions. This leads to weak bargaining position. Due to facing immense risk of going into default due to balance of payment crisis, the government always hurried to take first tranche of loan as quickly as possible which result that negotiating team ignores the work it should have done on terms and conditions of loan and end up on promising over ambitious targets. So it concludes that government should take ownership of the agreed program (Ahmed, 2012). In addition to this, whether under IMF or not, the country needs strict stabilization program which is always due to the negligence of government who do not take decisions at the right time.
IMF believes that currencies of most of developing countries are overvalued and therefore recommends devaluation. Although, it is important to adjust exchange rate but it should be done to the extent of its overvaluation because the cost of very steep devaluation is especially high for heavily indebted economy of Pakistan. Devaluation of currency give rise to imports prices, especially oil products and many other raw materials used in our domestic manufacturing industry which result in rise in inflation and fall in competitiveness.
According to IMF stabilization reforms market driven private sector is the cure of all economic ills. It may be fruitful in some cases but before privatizing a country should well work on the need to do so and it’s after effects. Government privatized Water and Power development Authority (WAPDA) under the instructions of IMF.  WAPDA has built its knowledge base and reputation as world leader on water and energy issues over the last 30 years and government used have analyzed the cost of giving this entire up before examining the options to improve it.  Privatization of PIA couldn’t be completed during EFF 2013. PIA has a history of milestones and was pioneer in regional aviation industry. Interestingly in the mid-1980s, it was PIA who helped many leading airlines of recent times including Emirate, by leasing its aircrafts and providing technical and administrative services. Although after 2000, due to many political and bureaucratic interests of political parties, over staffing of useless government employees which lack professionalism and corruption, above all poor management led to collapse of this estate owned enterprise.  PIA, as many experts argue, can be improved by dealing with these above problem mention instead of privatizing it which needs strong political will.
Pakistan needs to work seriously on the terms and conditions on which it takes loans. This was case in SBA 2008 when all the attention was on big loan the country was getting ignoring the fact that it has to be returned back one day. The grey area is that It is assumed that if the program is completed successfully with all its conditionalities fulfilled, the economy will rebuild its capacity to pay back. In this process, too much faith is put in economic reforms and their rapid results on economy but time of repayment comes before the structural reforms begin to show their impacts on economy. So in most of cases government was unable to pay back to IMF  and there was no other option but to go back to IMF just to pay back the previous loan.
Although poverty reduction has remained the significant part of IMF agenda but in reality its rigid policies has resulted in alleviation of poverty in Pakistan. Measures to overcome fiscal deficit such increase in energy prices due to rise in subsidies, taxation on agricultural incomes, expansion in sales tax have all increased the burden of poor in Pakistan (Uddin, 2008). On the hand, IMF policies demand reduction in budget allocation towards development projects (from over 7 percent of GDP  in 1980s to less than 4 percent in 1990s ) which results in reduction in spending in infrastructure and social sectors. This again results in increase in poverty.
The following are policy recommendations: The economy needs to correct fiscal balance. In the past, the country was able to reduce its fiscal deficits due to provinces because they had larger share in resources and they were refraining to use them up to build the savings. If the provinces use their savings, government will have to cut down on development expenditures. Also government will have to find new ways to cut its expenditure and there should be independent body to evaluate this.
Government should work on exchange rate adjustment to bring external balance because IMF or any other lending institution won’t lend on the purpose of supporting over valued exchange rate. These adjustments will have significant impact on budget in three ways: first, the high cost of public-sector imports; second, capital loss on external debt; and third, the higher cost of debt servicing.
The most challenging issue is to settle circular debt (CD) which adversely affects the fiscal balance. The energy sector needs improvements and investment in distribution that will help to reduce technical losses and there is dire need to improve metering, billing and collection.
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Annexure 1: IMF Arrangements with Pakistan (Standby, Structural Adjustment and Enhanced Structural Adjustment Arrangements
Panel A
	Date of arrangement
	Type of arrangement
	Date o expiration or cancellation
	Amount agreed
(SDRm)
	Amount drawn
(SDRm)
	Undrawn balance
(SDRm)

	8 Dec. 1958
	Standby
	22 Sep. 1969a
	25.00
	-
	25.00a

	16 Mar. 1965
	Standby
	16 Mar. 1966
	37.50
	37.50
	-

	17 Oct. 1968
	Standby
	16 Oct. 1969
	75.00
	75.00
	-

	18 May. 1972
	Standby
	17 May 1973
	100.00
	84.00
	16.00

	11 Aug. 1973
	Standby
	10 Aug. 1974
	75.00
	75.00
	-

	11 Nov. 1974
	Standby
	10 Nov. 1975
	75.00
	75.00
	-

	9  Mar. 1977
	Standby
	8 Mar. 1978
	80.00
	80.00
	-

	24 Nov. 1980
	EFF
	1 Dec. 1981a
	1268.00
	349.00
	919.00a

	2 Dec. 1981
	EFF
	23 Nov. 1983
	919.00
	730.00
	189.00

	28 Dec. 1988
	Standby
	30 Nov. 1990b
	273.15
	194.48
	78.67

	28 Dec. 1988
	SAF
	27 Dec. 1991
	382.41c
	273.15
	109.26

	16 Sep. 1933
	Standby
	15 Sept. 1994
	265.40
	88.00
	177.40

	22 Feb. 1994
	EFF
	21 Feb. 1997
	379.10
	80.55
	298.55d

	22 Feb.  1994
	ESAF
	21 Feb. 1997
	606.60
	101.10
	505.50d


a  Cancelled prior to expiration date
b  Extended from 27 March 1990 to 30 June 1990, and again to 30 November  1990.
c Approved amount increase from SDR 346.9m in March 1989
 d As of 31 July 1994.	
Source: Zaman, Arshad, ‘The Government’s   Present Agreement with The IMF: Misgovernment or Folly’ , Pakistan Journal of Applied Economics, vol. 11 nos, 1 and 2, 1995, 81. 






Panel B
	
	IMF Program
	To Run For
(Coverage)
	Total Amount
US$ million
	Completed/ Delayed/Suspended

	
	
	
	Sanctioned
	Drawn
	

	1
	Structural adjustment Facility (SAF)
	1988-1991
(3 years)
	516
	516
	Completed after delay of one year.

	2

	Stand-by Arrangement (SBA)
	1988-1991
(3 years)
	259
	259
	Completed after delay of one year.

	3
	Contingency & Compensatory Financing Facility (CCFF)
	1991-1992
(one time)
	171.6
	171.6
	One time facility in one tranche.

	4
	Emergency Assistance
	1992-1993
(one year)
	262
	262
	One time drawn in one tranche.

	5
	Stand-by Arrangement (SBA)
	1993-1994
(1-1 ½ years)
	377
	125.5
	Suspended in 1993.

	6
	Enhanced structural Adjustment Facility (ESAF)
	1993-1996
(3 years)
	849
	290
	Suspended after about a year plus.

	7
	Extended Fund Facility (EFF)
	1993-1996
(3 years)
	531
	177
	Suspended after about a year plus.

	8
	Stand-by Arrangement (SBA)
	1995-1997
(1-1 ½ years)
	600
216
	277
150
	Suspended after about a year plus.
1. Programme suspended in March 1996.
2. Program reactivated in Dec. 1996
3. Again suspended in 1997

	9
	Enhanced Structural Adjustment Facility (ESAF)
	1997-2000
(3 years)
	935
	310
	Suspended in October 1997.

	10
	Extended Fund Facility (EFF)
	1997-2001
(3 years)
	623
	77
	Suspended in October 1997.

	11
	Enhanced Structural Adjustment Facility (ESAF)
	1998-2001
(3 years)
	637
	53
	suspended after nuclear test in May 1998 and reactivated in January 1999. Again suspended in September 1999.

	12
	Extended Fund Facility (EFF)
(Reactivation of 1997 program)
	1998-2001
(3 years)
	557
	77.6
	Suspended after nuclear test in May 1998 and reactivated in January 1999. Again Suspended in September 1999.

	13
	Contingency and Compensatory Financing Facility (CCFF)
	January 1999
(one time)
	495
	495
	Completed in one tranche drawn.

	14
	Stand-by Arrangement (SBA)
	November 2000-september 2001 (ten months)
	
	
	First full programme to be completed.

	15
	Poverty Reduction Growth Facility (PRGF)
	December 2000- December 2004 (3 years)
	1300
	
	Fulfilled and completed prior to the termination date.

	16
	Stand-by Arrangement (SBA)
	November 2008-December 2010
(August 2009)
(additional 3,200)
	7600
	
	Suspended in September 2010, aborted in 2011.

	17
	Extended Fund Facility (EFF)
	September 2013- September 2016 (3 years)
	6640
	
	Completed.


Source: State Bank of Pakistan, Annual Reports


Annexure 2: ARDL Result of GDP
	Dependent Variable: GDP
	
	

	Method: ARDL
	
	
	

	Date: 12/23/17   Time: 17:09
	
	

	Sample (adjusted): 3 46
	
	

	Included observations: 44 after adjustments
	

	Maximum dependent lags: 4 (Automatic selection)

	Model selection method: Hannan-Quinn criterion (HQ)

	Dynamic regressors (4 lags, automatic): REX INF IMF  

	Fixed regressors: C
	
	

	Number of models evalulated: 500
	

	Selected Model: ARDL(1, 0, 2, 0)
	

	Note: final equation sample is larger than selection sample

	
	
	
	
	

	
	
	
	
	

	Variable
	Coefficient
	Std. Error
	t-Statistic
	Prob.*  

	
	
	
	
	

	
	
	
	
	

	GDP(-1)
	0.000567
	0.132795
	0.004269
	0.9966

	REX
	0.023442
	0.006244
	3.754495
	0.0006

	INF
	-0.061481
	0.065418
	-0.939828
	0.3534

	INF(-1)
	-0.004213
	0.075612
	-0.055718
	0.9559

	INF(-2)
	-0.167876
	0.063782
	-2.632023
	0.0123

	IMF
	-0.692542
	0.580980
	-1.192025
	0.2408

	C
	4.266343
	1.147750
	3.717135
	0.0007

	
	
	
	
	

	
	
	
	
	

	R-squared
	0.442910
	    Mean dependent var
	4.897022

	Adjusted R-squared
	0.352571
	    S.D. dependent var
	2.052461

	S.E. of regression
	1.651471
	    Akaike info criterion
	3.986120

	Sum squared resid
	100.9122
	    Schwarz criterion
	4.269969

	Log likelihood
	-80.69465
	    Hannan-Quinn criter.
	4.091385

	F-statistic
	4.902753
	    Durbin-Watson stat
	1.955754

	Prob(F-statistic)
	0.000889
	
	
	

	
	
	
	
	

	
	
	
	
	

	*Note: p-values and any subsequent tests do not account for model

	        selection.
	
	




Annexure3 : ARDL Result of Unemployment (UNEMP)
	Dependent Variable: UEMP
	
	

	Method: ARDL
	
	
	

	Date: 12/16/17   Time: 18:55
	
	

	Sample (adjusted): 1974 2016
	
	

	Included observations: 43 after adjustments
	

	Maximum dependent lags: 4 (Automatic selection)

	Model selection method: Hannan-Quinn criterion (HQ)

	Dynamic regressors (4 lags, automatic): TOT TEGDP INF IMF  

	Fixed regressors: C
	
	

	Number of models evalulated: 2500
	

	Selected Model: ARDL(1, 1, 2, 3, 3)
	

	Note: final equation sample is larger than selection sample

	
	
	
	
	

	
	
	
	
	

	Variable
	Coefficient
	Std. Error
	t-Statistic
	Prob.*  

	
	
	
	
	

	
	
	
	
	

	UEMP(-1)
	0.403865
	0.137436
	2.938560
	0.0065

	TOT
	0.027506
	0.018372
	1.497174
	0.1455

	TOT(-1)
	-0.030637
	0.015366
	-1.993789
	0.0560

	TEGDP
	-0.025176
	0.079803
	-0.315475
	0.7547

	TEGDP(-1)
	0.022699
	0.111043
	0.204418
	0.8395

	TEGDP(-2)
	-0.162946
	0.092547
	-1.760684
	0.0892

	INF
	0.005798
	0.042058
	0.137856
	0.8913

	INF(-1)
	0.017247
	0.044459
	0.387918
	0.7010

	INF(-2)
	-0.124708
	0.048043
	-2.595743
	0.0149

	INF(-3)
	0.043046
	0.033349
	1.290777
	0.2073

	IMF
	0.520499
	0.327889
	1.587426
	0.1236

	IMF(-1)
	0.627462
	0.353308
	1.775962
	0.0866

	IMF(-2)
	0.266443
	0.337710
	0.788972
	0.4368

	IMF(-3)
	0.921321
	0.320751
	2.872388
	0.0077

	C
	5.855976
	2.033317
	2.880011
	0.0075

	
	
	
	
	

	
	
	
	
	

	R-squared
	0.879808
	    Mean dependent var
	4.768372

	Adjusted R-squared
	0.819711
	    S.D. dependent var
	1.813803

	S.E. of regression
	0.770148
	    Akaike info criterion
	2.584211

	Sum squared resid
	16.60758
	    Schwarz criterion
	3.198583

	Log likelihood
	-40.56053
	    Hannan-Quinn criter.
	2.810772

	F-statistic
	14.63999
	    Durbin-Watson stat
	1.811134

	Prob(F-statistic)
	0.000000
	
	
	

	
	
	
	
	

	
	
	
	
	

	*Note: p-values and any subsequent tests do not account for model

	        selection.
	
	


































Annexure 4 : ARDL Result of Current Account Balance (CAB)
	Method: ARDL
	
	
	

	Date: 05/18/18   Time: 14:07
	
	

	Sample (adjusted): 3 46
	
	

	Included observations: 44 after adjustments
	

	Maximum dependent lags: 4 (Automatic selection)

	Model selection method: Hannan-Quinn criterion (HQ)

	Dynamic regressors (4 lags, automatic): IMF M2 TEGDP REX TOT  

	Fixed regressors: C
	
	

	Number of models evalulated: 12500
	

	Selected Model: ARDL(1, 1, 0, 1, 2, 0)
	

	Note: final equation sample is larger than selection sample

	
	
	
	
	

	
	
	
	
	

	Variable
	Coefficient
	Std. Error
	t-Statistic
	Prob.*  

	
	
	
	
	

	
	
	
	
	

	CAB(-1)
	0.613595
	0.104073
	5.895788
	0.0000

	IMF
	1.283871
	0.701576
	1.829982
	0.0763

	IMF(-1)
	1.220076
	0.691440
	1.764544
	0.0869

	M2
	4.96E-07
	6.45E-07
	0.767775
	0.4481

	TEGDP
	0.082447
	0.204305
	0.403549
	0.6891

	TEGDP(-1)
	-0.369770
	0.211856
	-1.745383
	0.0902

	REX
	-0.060545
	0.037272
	-1.624417
	0.1138

	REX(-1)
	0.000932
	0.052395
	0.017788
	0.9859

	REX(-2)
	0.066379
	0.038301
	1.733106
	0.0924

	TOT
	0.007272
	0.022193
	0.327669
	0.7452

	C
	1.531659
	3.244450
	0.472086
	0.6400

	
	
	
	
	

	
	
	
	
	

	R-squared
	0.727515
	    Mean dependent var
	-3.079077

	Adjusted R-squared
	0.644944
	    S.D. dependent var
	3.114820

	S.E. of regression
	1.856014
	    Akaike info criterion
	4.287058

	Sum squared resid
	113.6781
	    Schwarz criterion
	4.733105

	Log likelihood
	-83.31527
	    Hannan-Quinn criter.
	4.452474

	F-statistic
	8.810770
	    Durbin-Watson stat
	1.922034

	Prob(F-statistic)
	0.000001
	
	
	

	
	
	
	
	

	
	
	
	
	

	*Note: p-values and any subsequent tests do not account for model

	        selection.
	
	




Annexure 5 : ARDL Result of Inflation (INF)
	Dependent Variable: INF
	
	

	Method: ARDL
	
	
	

	Date: 12/16/17   Time: 19:35
	
	

	Sample (adjusted): 1972 2016
	
	

	Included observations: 45 after adjustments
	

	Maximum dependent lags: 4 (Automatic selection)

	Model selection method: Hannan-Quinn criterion (HQ)

	Dynamic regressors (4 lags, automatic): REX M2 IMF  

	Fixed regressors: C
	
	

	Number of models evalulated: 500
	

	Selected Model: ARDL(1, 0, 0, 0)
	

	Note: final equation sample is larger than selection sample

	
	
	
	
	

	
	
	
	
	

	Variable
	Coefficient
	Std. Error
	t-Statistic
	Prob.*  

	
	
	
	
	

	
	
	
	
	

	INF(-1)
	0.595433
	0.122093
	4.876894
	0.0000

	REX
	0.012240
	0.013838
	0.884549
	0.3817

	M2
	-1.76E-06
	1.72E-06
	-1.023467
	0.3122

	IMF
	2.897948
	1.404048
	2.063995
	0.0455

	C
	0.412163
	2.539692
	0.162289
	0.8719

	
	
	
	
	

	
	
	
	
	

	R-squared
	0.437618
	    Mean dependent var
	9.192634

	Adjusted R-squared
	0.381380
	    S.D. dependent var
	5.306194

	S.E. of regression
	4.173450
	    Akaike info criterion
	5.799802

	Sum squared resid
	696.7074
	    Schwarz criterion
	6.000543

	Log likelihood
	-125.4956
	    Hannan-Quinn criter.
	5.874636

	F-statistic
	7.781503
	    Durbin-Watson stat
	1.692608

	Prob(F-statistic)
	0.000098
	
	
	

	
	
	
	
	

	
	
	
	
	

	*Note: p-values and any subsequent tests do not account for model

	        selection.
	
	









Annexure 6
Pre and Post Measures requirements for IMF 2008 package realization
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Annexure 7
Pre and Post Measures requirements for IMF 2013 package realization
[image: C:\Users\Aatka Zafar\Desktop\eff bench.png]


Figure5.1: Unemployment rate in Pakistan from 1971 to 2016
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Figure5.2
Inflation rate of Pakistan from 1971 to 2016
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Figure5.3
GDP Growth rate from 1971 to 2016
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Figure5.4
Current Account Balance (as percentage of GDP) from 1971 to 2016
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Figure 5.5: Terms of Trade (TOT) from 1971-2016
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Terms of Trade
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Net Capital Account (in million )


1971	1972	1973	1974	1975	1976	1977	1978	1979	1980	1981	1982	1983	1984	1985	1986	1987	1988	1989	1990	1991	1992	1993	1994	1995	1996	1997	1998	1999	2000	2001	2002	2003	2004	2005	2006	2007	2008	2009	2010	2011	2012	2013	2014	2015	2016	25.621244615098885	25.33621222753905	25.054350781249997	24.77562499999998	24.5	23.2	23.2	25.1	23.3	22.9	22.1	24.1	23.9	24.7	24.9	24.9	25.9	26.1	26.1	25.7	26.7	26.2	23.4	22.9	24.4	22.3	23.7	22	18.8	17.399999999999999	18.3	18.5	16.7	17.2	17.100000000000001	18.100000000000001	21.4	19.2	20.2	18.899999999999999	21.4	21.5	20	19.600000000000001	13.4	12	Years
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Inflation Rate 2000-2011
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