8 Domestic and External Debt

8.1 Overview

The government’ s growing indebtedness has become the gravest problem faced by the economy. The
stock of total debt has exceeded Pakistan's Gross Domestic Product (at market price); income per
capitais lower than per citizen indebtedness." This accumulated public debt is the result of structural
weaknesses in the domestic economy and the external account. Excessive government expenditures,
stagnant tax revenues, high returns on government securities and inappropriate sequencing of

financid reforms, led to a bludgeoning domestic debt profile. On the external front, large current
account deficits, stagnant export revenues and declining worker remittances, effectively forced
Pakistan into an unsustaingble situation. Until mid 1998, about half of the current account deficit was
financed using inflows into resident and non-resident foreign currency accounts (FCAS), while the
remaining part was covered (more or less) by expensive short-term commercial credit.

In Rupee terms, FY 01 saw the highest one-year increasein tota debt mainly driven by alarge Rupee
depreciation during the course of the year. The share of externa debt has risen to 55.5 percent (see
Table 8.1). During the year, net addition to the stock of debt was Rs 587.2 hillion, a sharp increase
compared to the average Rs 372.2 billion figure realized over the previous two years. At its present
level, this condtitutes 115.3 percent of the country’s GDP relative to 107.3 percent ayear earlier. The
increase in Pakistan's debt to GDP came exclusively from external debt. More specifically, the
valuation impact of multilateral and bilateral debt, resumption of |Fls assistance and the 18.6 percent
depreciation, are responsible for thisimpetus despite concerted GOP efforts to manage the debt
burden more effectively.” Furthermore, FY 01 also witnessed important changes in the profile of
Pakigtan's externd debt and ligbilities. These

changes are discussed in the following pages.
Figure 8.1: Composition of Domestic Debt
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8.2.1 Permanent Debt

The outstanding volume of permanent debt totaled Rs 281.1 billion at end June 2001, showing an
increase of Rs 21.5 hillion over last year. The main reason for this increase was the newly launched
PIB, which contributed Rs 46.1 hillion (see Table 8.5in Statistical Annexure). Additiondly, FY 01
saw an increase of Rs 10.4 hillion in the stock of Prize Bonds compared to a decline of Rs 33.0

1 Per capita debt surpassed per capita GDP in FY 99 and the gap continues to rise. In FY 0L, per capita debtis Rs 28,784 as
compared to per capita GDP of Rs 24,965 only.
2 Proposal's were put forward in the Debt Reduction and Management Committee report issued in August 2001.
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million last year. Since the number of prizes drives the demand for Prize Bonds, the reduced demand
lagt year wasin response to afal in the number of prizes; in absence of other high yielding
subgtitutes, demand has revived in FYOL.

In terms of Market Loans, SLIC bonds and FIBs, stocks continued to fal in the absence of fresh sales.
After the sale of FIBswas stopped in June 1998, and ingtitution investment in NSS was banned in
March 2000, the PIB was launched in order to provide indtitutional investors with an avenue to place
ther long-term funds. As aresult, after its successful launch in December 2000, the share of long-

term debt has improved from 51.3 to 56.6 percent in the permanent debt. Thisis without doubt a
hedlthy sign for the country’ s domestic debt profile.*

Table8.1: Profile of Domestic and External Debt

hillion Rupess
FY98 FY99 FY00 FYOL
Total debt 2,671.9 31354 3,416.2 4,003.3
1. Domestic debt 1,176.2 1,375.9 1,559.9 1,708.5
(44.0) (439) (45.7) @7
2. External debt * 1,483.1 1,695.9 1,788.4 2,223.8
(55.5) (641 (524) (555)
3. Explicit liabilities? 12.6 63.6 67.8 71.0
(05 (20 (20) (18)
Totd debt as % of GDP 99.8 106.7 107.3 115.3
Domestic debt as % of GDP 43.9 46.8 49.0 49.2
Externd debt as % of GDP 2 55.4 57.7 56.2 64.0
Explicit ligbilities as % of GDP 0.5 22 21 2.0
Total debt servicing 278.3 343.1 353.9 325.0
Totd interest payment 191.6 220.1 256.8 237.1
Domestic 160.1 178.9 206.3 178.8
Foreign 28.7 38.0 44.9 50.5
Explicit liahilities 2.8 32 5.6 7.8
Repayment of principd * 86.7 123.0 97.1 87.9
Ratio of external debt servicing to
Export earnings 55.4 35.3 36.5 37.4
Foreign exchange earnings 349 23.6 234 23.3
Ratio of total debt servicing to
Tax revenue 784 87.8 87.2 68.9
Totd revenue 64.8 73.2 65.9 57.0
Totd expenditure 439 53.0 47.6 49.5
Current expenditure 525 62.7 55.0 49.3

1 Externd debot is based on new format so these numbers are different from those numbers reported in previous Annual Reports.

2 Explicit Liabilities include Specid US $ Bonds, FEBCs, FCBCs and DBCs; of which Specid US $ Bond is a foreign liability, while
FEBCs, FCBCs and DBCs are dso foreign liabilities payable in Rupees. Outstanding stock is computed on amonthly basis by adding to
the previous Rupee stock, so revauaion effect is not induded.

3 Externd debt to GDP ratio is not comparable to ratio caculated in Table 8.6 due to amethodological difference. Thisratio is

cdculated by converting the externd debt into Pak. Rupee using end-June Exchange rates.

4 1t indudes repayment of foreign debt.

Figuresin parentheses are shares in tota debt or totd interest payments.

Sources. i) SBP i) MoF

3Permanent debt includes market loans, 9.1C bonds, FIBs, and PIBs etc. Outstanding FIBs are maturing since the
suspension of their auctions from June 1998. PIBswere launched in FY 01 and are tapping the long-term bond market.
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8.2.2 Floating Debt

Floating debt (term debt with maturity of one year and below) is used to meet mismatches between
federa government receipts/payments and forms the basis of SBP' s monetary policy. The
composition, in terms of debt raised from commercia banks or the central bank, is critica for
inflationary contral, liquidity management and short-term interest rates.

During FY 00, uncertain liquidity conditions and the absence of targets on centra bank financing
alowed the government to borrow more from SBP and used these funds to retire its debt to
commercia banks. On the other hand, binding targets were in place this year to contain government
borrowing from SBP and the banking system in general. Therefore, borrowing from SBP through the
creation of MTBsfor replenishment increased by Rs 41.0 billion againgt an increase of Rs 137.6

billion lagt year (see Table 8.5 in Statistical Annexure).

8.2.3 Unfunded Debt
Unfunded debt (largely comprising NSS) recorded an increase of Rs 36.8 hillion in FY01.
Consequently, the stock of unfunded debt rose to Rs 689.7 hillion a end-June 2001, which is40.4
percent of total domestic debt. Although, the share of unfunded debt has witnessed a cons stent
increase in the second half of the 1990s, this marginally declined in FY 01 (see Figure 8.1). The net
addition to unfunded debt was much lower than the annua average increase over the last three years
(Rs 110.3 billion). This decline was on account of significantly lower receipts from popular NSS
ingruments, namely defense saving certificates (DSCs), specia saving certificates (SSCs) and regular
income certificates (RICs); these together account for over 90 percent of Pakistan's unfunded debt.
The fal in mobilization from NSS was due to the reduction in profit rates and the ban on indtitutiona
investment (more later).

Table 82 Major NSS Instruments

The compostiona breakdown of unfunded billion Rupees

debt isshownin Table 85 (Statistical FY98 EY99 EFY00 FYOL
Annexure). As can be seen, the prime DCs 303 384 412 16.3
contributor is DSC followed by SSCsand SXCs 211 300 243 107
RICs, while the share of other instrumentsis RICs 54.4 59.1 26.1 84

relatively insignificant. DSCs, along-term Totdl 107.8 127.4 917 354

bullet bond of ten-year maturity accounts for

38.4 percent of unfunded debt. Following the
linking of DSC rates to market based returns
posted by the PIBsin early 2001, only Rs 16.3
billion was mohilized by thisinstrument
compared to Rs41.2 billion in FY00. SSCsand
RICs also mobilized lower amounts this year 70 B
compared to FY 00, primarily due to three

Figure 8.2: Unfunded Debt (flows) as Per cent of
O inflows in domestic debt @ budget deficit
90

successive rate cuts that started in May 14, =
1999." Thetotal contribution of NSS through g
these three instruments is shown in Table 8.2

30

Unfunded Debt and Deficit Financing
Over the years, inflows in unfunded debt
comprised the key source of non-bank 10 -
borrowing, by the federd government. As

depicted in Figur e 8.2 the use of unfunded debt

FY95
FY 96
FY97
FY98
FY99
FY00
Fyo1

4 The other two cuts took place on January 1, 2000 and July 1, 2000.
119



State Bank of Pakistan Annual Report FY 01

to financing the budget deficit ranged from 20.4 percent to 73.8 percent. The rising trend was a result
of upward revisions in profit rates with effect from November 11, 1996, whereas short reversa was
attributed to three successive cuts in profit rates. More recently, the restriction on ingtitutiona

invesment has added to this decline.

I nterest Rate Dynamics

The onseat of financia sector reformsin the
early 1990swhich aimed at eliminating the
segmentation in Pakistan's debt markets, was
setback in 1993 and 1996 when returns on NSS
instruments were revised upward and kept
unchanged till May 14, 1999. The resulting
interest rate structure guided the changing
composition of domestic debt, as private
savings were channdlled into attractive NSS
ingruments. These developments captured the
government’ s attention in 1999, when returns
on NSS instruments were reduced, indicating
efforts to diminate anomdlies in the interest
rate structure following an ADB report on
deepening Pakistan's capital markets. The
changing interest rate structure in FY 00 and
FYOlisshownin Figure 8.3.

As stated earlier, the government launched a
new market based long-term instrument called
the Pakistan Investment Bond (PIB) in
December 2000. Asapart of our
understanding with the IFIs, the resulting yield
curve was to be used as a benchmark to
determine the profit structure on NSS
ingruments, especialy the DSC.° Figure 8.3-c
plots the yield structure of PIBs and DSCs,
which almost overlaps except for the first two
years.

Interest burden

Attractive returns on NSS instruments coupled
with higher yields on T-billsfollowing the first
stage of the financid liberdization process, led
to asharp increese in interest payments on
domestic debt in the 1990s. However,
government efforts to rationalize the interest
rate structure in the past two years has resulted
inaggnificant Rs 27.5 hillion dedinein
domestic interest payments (see Table 8.1).
Neverthdess, the servicing of unfunded debt,
which congtitutes 47.9 percent of domestic debt

Figure 8.3 a: Yield Curves: DSCsvs T.Bills
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Figure 8.3 b: Yield Curves: SSCsvs T-Bills
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Figure 8.3 c: Yield Curves: DSCsvs PIBs
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*The government linked profit rate on DSCs with PIBs with effect from January 1, 2001.
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servicing, creates cash flow problems for the government as the premature encashment facility
available on NSS instruments makes it difficult to project outflows.

8.2.4 Owner ship Classification of Domestic Debt

The banking system (including SBP) holds about 49 percent of total domestic debt while 51 percent is
held by non-banks (genera public in the form of NSS, Prize Bonds and long-term government bonds).
Thisratio has remained fairly stable during the last three years (see Table 8.3). In the banking

system, SBP isthe largest holder of domestic debt (36 percent) while schedule banks own about 13
percent. Debt held by the banking system recorded a single-digit increase in FY 01 compared to
double-digit last year. Compared to FY 00, the growth of domestic debt held by the banking system
has declined, largely on account of the stahilization program. Government debt held by non-banks
registered an increase of 10.4 percent in FY 01 (compared to 13.4 percent in FY00) largely on account
of reduced receipts from NSSinstruments. Had the PIB not been launched, this decline would have

been even greeter.
Table 8.3: Who Owns Domestic Debt?

The composition of domestic debt held by billion Rupees
banks and non-banksisgivenin Table 8.3. Vo B Fol | Shae
As can be seen, FY 01 saw scheduled bank’s Benking Syam w5 a6 | e 22011
stock of T -hillsincrease from Rs 103.8 L Scheduled banks 3140 2135 2198 129
billion to Rs 123.9 hillion, reflecting asharp Gowt. secuities 1009 1007 959 56
compositional change compared to FY 00, Treeaury bills 2042 1038 1239 7.3
while borrowing from SBP shows a meager 2. State Bank 3668 5585 6190 362
increase duri ng the current year (see Govt. securities 105 11.3 8.6 0.5
Chapter 5) The creation of MTBs for Treasury bills ‘ 266.3 4571 4850 28.4
replenishment increased by 6.1 percent sl BB s T
against a 71.6 rise percent last year. (general public) 6950 7880 8697 509
Total 13759 15599 17085 100.0
8.2.5 Interest Payments on Domestic
Debt
A Iong awaited reduction in interest rates was Table 84: Interest Payments on Domestic Debt
redized in FY 01, with the result that interest billion Rupees
payments witnessed an impressive decline of Rs FY® Fyoo  Fvor®
19.7 billion compared to FY00. The Rs 27.5 Vil iR [T (11758;)’ (21%%;’ 5185)8
billion fal in domestic interest payments led the ' ' '
way for this easing in debt payments. This Ll e (fg'% (g‘l"g) 523;
decline was largdly atributed to lower interest _ ' ' '
payments on permanent debt, while an Floating debt (?g'j) (ig'i) ?gi;‘
additional impetus came from reduced interest ' ' '
expenseon floating and unfunded debts® The Urfunde) ett* e fe o
lower interest payments on permanent debt were : : :
the result of reduced returns (prizes) on the R Revised
National Prize Bonds scheme, and alower Note: Figures in perentheses are effective interest rates, which are the
interest payment on SLIC bonds dueto ;:;:). of interest payments to outstanding level of debt in the previous
continuing maturities. 1 | nterest payments on unfunded debt also indlude interest paid on

other obligations, and interest paid by provincid governments.

8 Interest payment on permanent debt excludes interest paid on FEBC, FCBC, Specia US$ Bonds and US$ Bearer
Certificates, since these securities have been reclassified and treated as externd liahilities and externdl liabilities payablein
Rupees. However, to remain consistent with previous annual reports, except Annual Report 1999-2000, athird category is
added to total interest paymentsin Table 8.1
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Looking at Table 84, average interest rate on each category of domestic debt has witnessed a
significant decline in FY 01 over last year. This indicates that government borrowing from the
banking system is the chegpest, while permanent debt is the most expensive, closely followed by
unfunded debt. Declining average interest rates aso explain lower interest payments on domestic
debt in FY0O1l. More specificdly, interest payments on floating debt registered a decline Rs 4.0 billion
in FY 01 compared to the year before. This decline was largdly driven by lower T-hill ratesin FY00
and net retirement to the banking sector in FY01. Interest on unfunded debt, also witnessed a
margina decline as NSS instruments started loosing their attractiveness. As mentioned before, this

was driven by successive rate cuts on NSS ingtruments, the ban on ingtitutiona investment, and the
introduction of a pendty on early encashment of RICs.

8.3 External Debt

Over the last decade, unsustainable commercia borrowing imposed a heavy burden on externa
payments. Pakistan's externa debt/liahilities have risen from just over US$ 22.0 billion in the late
1980s to over US$ 38.0 hillion at the end of the 1990s. More damaging is the shift towards short-term
commercid loans, which had not only increased the volume of indebtedness per se, but dso put
tremendous pressure on yearly debt payments. However, the freeze on FCAS, low disbursements
from IFlsand smaller inflows of commercial credit, have dowed the growth in the last few years.

Provisiord estimates for FY 01 show that the total stock of externa debt and liabilities has remained
amost unchanged compared to FY 00 (revised estimates - see Table85andChart 8.1). Themain
difference from last year estimates presented in the Annual Report, isan increasein stock dueto
revauation of US$ 1.5 billion (see section 8.3.1).

To see how changesin externa debt and liabilities have impacted Pakistan’s debt indicators (see
Table 8.6), these ratios should be viewed in light of the following points:

?? Theworsening external debt/liabilities to GDP ratios, are the result of the 18.6 percent
depreciation of the Rupee/Dollar parity over the course of FY0OL. Asaresult, GDPin US$ terms,
actudly fdl in FY 0L

?? Theimprovement (stability) in the externd debt to export earnings and foreign exchange earnings
raios, ison the back of higher export receiptsin FY OL.

?? Theexternd debt/liability to foreign exchange reserves, uses the net SBP reserve podtion; it does
not include balances hed with commercia banks. Thisiswhy FY 01 does not depict much
improvement even though tota reserves exceeded the US$ 3.0 hillion level.

8.3.1 Public and Publicly Guaranteed Debt Chart 82: Methodology-stock calculations

After the publication of SBP'sAnnual Report

last year, the Economic Affairs Divison (EAD) Multilaterdl Creditors Bilaterdl Creditors
carried out arevauation of Pakistan’s debt to Opening Stock e el
Paris Club members, other bilatera, and Add: Disbursements during Add: Dishursements during
multilaterdl agencies (IFls) and requested dl the reporting period the reporting period
creditors to provide debt stocks outstanding in Add: Rescheduled interest

their currencies. In order to explain why such a

large difference arose, one must look into how ﬁgm%mng = ot '&lﬁg}g‘f’ﬁ 'Trgq“a’ s s
debt stock numbers are caculated. For public (Ir_dﬁ mn-resdﬁ:i)JIaj

i principa repayments)
and publicly guaranteed debt, the stock for a Closing Stock Closing Stosk

particular year is estimated as shown in Chart
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Chart 8.1: Pakistan’s External Debt and Liabilities

Total External Debt & Liabilities

US$ 38,432 m
I
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I
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NDRP
a CeiAF US$150m
Parisclub Isamic Development Bank USE439m
US$12,090 m US$276 m | | OthersLiabilities
| | SBA Us$721m
| Multilateral Others LEs SE
US$ 13,527 m US$399m
|| EFF
Other Bilateral U2z
US$598 m | SAF
| | EuroBonds USs14m
US$620m
| | NHA Bonds
US$219m
| | Military Debt
US$825m
| | Commercial loans/credits
US$1,103m
Others
US$350m

Abbreviations. PGD: Private non-guaranteed debt; PPG: Public & publicly guaranteed debt; CBD: Central bank deposits; CCFF: Compensatory contingent finance facility; ESAF:
Enhanced structurd adjustment facility; PRGF: Poverty reduction & growth facility; SAF: Structurd adjustment facility; SBA: Standby arrangement; EFF: Extended finance facility; NDRP:
National debt retirement program.



State Bank of Pakistan Annual Report FY 01

8.2 It should be noted that such loans are denominated in severd different currencies.

These amounts are aggregated and converted to US Dallars to report the outstanding stock at a
particular point intime. The problem with EAD’s debt numbers can be traced to the fact that
multilateral disbursements and repayments were being valued at current exchange rates, but previous
debt stocks had not been revalued accordingly. Hence, past discrepancies in cross rates were being
compounded. Consequently, with creditors providing their numbers, an upward revision was required
in the multilateral debt stock for FY00. The net val uation impact amounted to US$ 101 millionin

FY 01, with adownward adjustment in the case of Paris Club creditors, and an upward revision in
multilateral and other bilateral debt stocks.

Table 85: Pakistan's External Debt and Liabilities

million US$
FY98 FY99 FY00 AR FYOR FYor
1. Public and publicly guaranteed debt 27,088 26,904 27,654 29,189 30,007
A. Medium and long term (> 1 yeer) 26,536 26,486 27,08 28628 20332
Parisclub 10,264 11,873 12428 12428 12,090
Multilateral 12,186 10,599 10,767 12292 13527
Other bilaterd 502 629 639 639 598
Eurobonds 608 610 620 620
Foreign currency bonds (NHA) 285 263 241 241 219
Military debt 1,006 1,004 958 958 825
Commercid loang/credits 1,225 1,160 1,100 1,100 1103
Others 30 350 350 350 350
B. Short-Term € 1year) 552 418 561 561 675
IDB 173 152 130 130 276
Others 37 266 431 431 399
2. Private non-guaranteed Debts M&LT: >1 yr) 3127 3435 2,842 2842 2450
3. Central bank deposts 450 700 700 700 700
4. IMF 1,415 1825 1,550 1550 1529
Total external debt (1 thru 4) 32,080 32,864 32,746 34,281 34,686
5. Foreign exchange liabilities 1,760 3736 3942 3942 3,746
Foreign currency accounts 1507 1719 1733 173 149
FCAs prior to freeze Frozen
FE-45 1,507 1,380 1,072 1072 774
FE-25 acoounts * 0 67 361 361 399
FE-13/For FY0Ll: FE25 CRR w/SBP 0 67 361 361 399
FE-31 deposits (incremental) 0 272 300 300 326
Specid US Dallar bonds 0 1164 1,297 1,297 1376
Nationd debt retirement program 0 196 156 156 150
Othersliabilities 23 657 756 756 721
FEBCs
FCBCs Frozen
DBCs
Total external liabilities (1 to 5) 33,840 36,600 36,683 38223 38432
External liabilities payablein Rupees 8,500 3,391 1,720 1,720 1,243
Frozen FCAs 8172 319 1572 1572 1153
FEBC 18 129 109 109 65
FCBC 131 63 36 36 22
DBC 4 3 3 3 3
1 FE25 accounts (outside SBP) 0 550 616 616 1144

AR Annual report, R revised; P provisond.
Source Sate Bank of Pekigtan
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Asfar asacomparison with revised FY 00
numbersis concerned, Table 8.7 isillugrative.
As can be seen, gross disbursements amounted
to dmost US$ 1.5 hillion. Theseinflows are
detailed in the following points

?7? Compared to FY 00, Paris Club
disbursements fell by US$ 361 million.”
This was largely on account of the absence
of inflows under the Commodity Credit
Corporation (a US whest import facility),
and the Augtrdian Wheat Board (AWB).
With a bumper crop a home, there was no
need to import this commodiity.®

?? With the resumption of IFl assistance
following Pakistan’ s successful
negotiations for the SBA, the following
inflows have been redized:

?? US$ 203.0 million from the Asian
Development Bank (ADB) under the
Energy Sector Restructuring Program
(ESRP). Signed on December 12,
2000, the ESRP aims to improve
pricing and cost-recovery in the energy
sector. More specificaly, this seeksto
improve operationa efficiencies,
enhance competition, financialy
restructure the public utilities and
strengthen market regulation.

?? Another US$ 50.0 million from ADB
for the newly launched micro-credit
Khushdi Bank.

Table8.6. Sdected External Debt/Liabilities Indicators?

Total debt (TD) to Total liabilities (TL) to

GDP EE FEE RESTD GDP EE FEE RESTL
FY95 48.1 3784 237.3 93 609 4785 3000 74
FY9% 48.2 366.3 237.4 6.8 629 4782 3099 52
FY97 50.3 387.3 2426 39 68.0 5233 3277 29
FY98 51.7 380.4 2400 29 546 4012 2532 27
FY9 56.1 4366 2923 53 625 4862 3255 4.7
FYOD 55.8 4186 2681 39 622 467.7 2990 35
FYOL 58.4 388.6 2421 60 647 430.6 2682 54

! Provisiond numbers

Note: FEE isthe sum of earnings from goods, services, and income
(credit entry from Item A: BOP-IMF/92) and private transfer (credit
entry from Item B.7:BOP-IMF/92).

Abbreviations
TD: Tota Debt; TL: Totd Ligbilitiess RES: Foreign Exch. Reserves
EE: Export Earnings, FEE: Foreign Exchange Earnings

Table 8.7: Sources of Growth in Public/Publicly Guaranteed Debt
millionsUS$

Paris Other

dub  Multilaterd bilaterd Tota
FY99 opening stocks 11,873 10,599 629 23101
+ Disbursements 566 733 4 1,303
+ Interest rescheduled 297 0 26 323
- Repayments 307 565 21 893
FYOO'R endingstocks 12,428 10,767 639 23834
+ Vauation adjustment 0 1525 0 1525
FYOO® ending stocks 12428 12,22 639 25,359
FY 00 opening stocks 12428 12,292 639 25,359
+ Disbursements 205 1,240 19 1,463
+ Interest rescheduled 253 0 13 266
+ Vauation adjusment (580 578 104 101
- Repayments 216 582 176 974
FYO1 ending socks 12,090 13,527 598 26,215

AR Annual Report; R Revised

?? US$ 30.0 million under ADB’s SME Trade Enhancement Facility. Approved in December
2000, the facility provides exporters with foreign currency financing for their import

requirements

?? US$ 50.0 million under the Trade Export Promotion and Industry Program Loan of the ADB.
Approved on March 31, 1999, the facility aims to support the private sector exports by
focusing on trade liberdization, financing, facilitation for trade and export, and the

privatization of manufacturing units.

?7? USS$ 344.0 million from the World Bank (specificaly IDA). Thisloan maturesin 35 years,
has a 10-year grace period and amsto support structural reformsin Pakistan. It focuses on
governance, economic growth and the delivery of socia services.

In terms of explaining the remaining categories of externa debt, the following points are instructive:

"This does not indude the amounts rescheduled.

8 The Commodity Credit Corporation (CCC) loan is for the financing of wheat imports from the US. It is extended against a
promissory note, and guarantees a portion of the payments from importers (in Pakistan) to exporters (in the US).
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?? Commercid Loans and Credit s depict anet increase of US$ 3.0 millionin FYOL. More
specificaly, inflows from Shamil Bank (in June 2001) amounted to US$ 200 million, while US$
193 million oil import financing from NBP and Citibank was dso redized. These inflows were
offset by hard currency payments on account of PTMA (US$ 297 million), and normal
repayments of commercid loans and credit maturing during FY 01 (US$ 146 million).

?? Medium & Long-term (others): The US$ 350 million stock represents amounts placed by the
Bank of China. The deposdits, first redlized in FY 97, had an origina maturity of two years with
full repayment at maturity, but have been rolled over indefinitely. This depost is made up of two
separate placements.  The firgt, worth US$ 200 million is priced at 8.87 percent payable hdf -
yearly, while the second, worth US$ 150 million, carries an interest rate of 8.32 percent also
payable haf-yearly.

?? 1DB: US$ 147 million for import of oil and fertilizer.

?? ST Others The Bank of China placed another US$ 150 million deposit in FY 98; with an origina
maturity of one-year, the placement is priced a 8.08 percent.

?? Centra Bank Deposits: This category is made up of three placements;, two from the United Arab
Emirates (UAE) and one from Kuwait. The UAE deposits were origindly placed in FY97 and
FY 98, to be repaid in full & the origina date of maturity, but have been rolled-over indefinitely.
Interest payments are to be made on a quarterly basis. The deposit from Kuwait Monetary
Authority had dso been origindly placed for two year in August 1998 but has been rolled-over
for two year.

?? Private loans and credits have seen fresh inflows in fertilizer, power and the cement sector. These
loans were contracted in FY 97, prior to Pakistan's nuclear tests.

8.4 External Liabilities

FE-25 accounts

On March 31, 2001 (through BSD Circular 18), the option of placing FE25 deposits with SBP was
withdrawn. Commercia banks and NBFIs are now dlowed to invest these deposits either in Pakistan
or abroad. Although these financia indtitutions are to maintain 25 percent as cash and statutory
reserve requirements, they are free to remunerate deposits in line with internationa interest rates.
However, mobilizing ingtitutions have been advised to ensure that these deposits are rot invested in
junk bonds or other high-risk instruments.

Following this decision, with the on-going maturity of these placements with SBP, this liability has
been removed from Pakistan's externa ligbilities. However, since these deposits do represent a
foreign exchange liability for mobilizing banks, they are being shown as a memorandum item in the
leed table (see Table 8.5).

Speciad US Dollar Bonds

After the freeze of FCAS, the Government of Pakistan launched the US Dallar Bond schemein July
1998. This scheme offered Dollar denominated instruments in three tenures of 3, 5 and 7 years, with
interest payable half yearly a LIBOR + 1, 1.5 and 2 percent, repectively. These Bonds could be
purchased against frozen FCAs, FCBC, DBCs, or by surrendering hard currency. As of end-June
2001 (see Table 85), the outstanding stock amounted to US$ 1,376 million, of which 71.0 percent is
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in three-year, 12.9 percent in five-year, and 16.1 percent in severtyear instruments. Asshownin
Table 8.8, the bulk of US Dollar Bonds have been purchased from frozen FCAs.

Table 8.8: Outstanding Balances of Special US$ Bonds

Given the maturity profile of the Specid US (Cumulative)

Dallar Bond, the bulk of maturities have started million US$

in August 2001, and will continue till the end Gross Hes

of the current calendar year. In order to ease Coverson o Encashment  Total
pressures on reserves and the interbank market, from FCAs

other than encashment in hard currency, the Froo 1408 9 142 28 1164
Government of Pakistan has offered the FY00 1870 &3] 1,904 608 1,207
following incentives: FYo1 1,960 L 2,030 664 1376

?? If the Bonds are redeemed in Rupess, the holder will be paid a Rupee redemption bonus of 5
percent of the face vaue of the bond. And,

?? The face vaue of the bond can be re-invested for a further 3years (from the date of redemption)
a LIBOR + 2 percent.

The National Debt Retirement Program °

The National Debt Retirement Program (NDRP) was launched on February 27, 1997 to solicit funds
from non-resident Pakistanis (NRPs) towards retiring the country’s external debt. Resident Pakistanis
were aso alowed to participate in the scheme using their foreign currency accounts, FEBCs, FCBCs,
traveler cheques, remittance from abroad or by surrendering hard currency.” Depositsin three
currencies (US Dallar, Pound Sterling, and the German Deutsche Mark) could be placed in the
following:

?? An outright donation with no payback (referred to as NDRP1).

?? Qarze-Hasna deposits for a minimum period of two years; no interest payments but principal
repayments could be taken in Rupees or hard currency (NDRP 11).

?? A profit bearing deposit for a minimum period of two years (NDRP 111)."* Theinterest payable is
indicated in Table 8.9

Table 8.9: Depositsunder NDRP -FY(01

To ensure the scheme' s success, the in million

following incentives were provided to Curreny-wisecollection  Total LCY
mobilizing inditutions. (1) Full zakat and Uss £ DM USs  collection
tax exemption, (2) the Authorized Dedlers Dondions 279 01 0.0 28.0 824.0
(ADs) were ingtructed to handle all QazeHsa 15 00 0.0 1.6 96.4
incoming remittances free of charge, and PBD 1344 89 4.2 1488 3058
(3) ADswere dlowed to purchase forward 2Year 20 02 0.2 2.3

cover against these deposits at the then 3Vexr 24 02 0.6 3.0

exiging rate (5.5 percent for US Doallars), 4Yexr 07 01 - 0.9 2
which would be applicable for the entire 5Yer 1293 84 3.4 1426 3048
length of the deposit. Although FCAs were Total 163.8 9.0 4.2 1783 12262
frozen in May 1998, SBP through two PBD: Profit beering deposits LCY: Local currency (R9)

9 Given the emphasis on transparency, this special subsection covers the details available on the NDRP and the utilization of
the funds generated.

0 For details, please see FE Circular 2 of February 24, 1997.

I For NDRP 11, prematur e encashment is not allowed in hard currency, but can be withdrawn before maturity in Rupees.
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separate circulars clarified that the restrictions on hard currency withdrawals did not apply to NDRP
and that they would, and are still being, serviced in hard currency. ™

Table 8.9 shows the total stock from NDRP 1, 11, & 111 as of end-June 2001. The mgority of these
donations, Qarz-e-Hasna, and profit bearing deposits were made in the first year of the scheme.
Subsequent years have seen minor inflows. As can be seen from the table, the largest inflows have
been in the profit bearing deposits.

Asfar asthe usage of NDRP fundsis concerned, the equivalent Rupees generated under NDRP | & 11
are credited to the government account with SBP. The foreign exchange component, against which
these Rupees are generated, form part of the central bank’ s foreign exchange reserves. The federal
government has used these Rupees to retire domestic debt of about Rs 1.7 billion, which carried a

17.3 percent rate of interest per annum. Inflows from NDRP |11 form part of SBP s foreign reserves,
while the generated Rupees are credited to the mobilizing ingtitution. For collectionsin Rupees, the
amount collected by commercia banks is surrendered to the rlevant SBP local office, which credits
the government account on receipt.

Other ligbilities

These comprise foreign currency swaps conducted with moneychangers and commercial banks, which
witnessed a net contraction of US$ 35 million in FYO1. Thiswas done to meet the NFA target of end-
June under the SBA. With an overdl limit imposed on the stock figure of such swaps, transactions
amounting to US$ 158 million with commercia banks were closed out, while new swaps of US$ 126
million were carried out during June 2001.

External liabilities payable in Rupees

After the freeze of FCAS, the bulk of these frozen accounts (along with FCBCs, FEBCs and DBCs)
were converted into Rupees during FY 99 and FY 00 (see Table 8.5. As expected, the momentum of
Rupee conversions has dowed down this year.

8.5 Debt Servicing

After the internationa sanctions imposed in mid-1998, Pakistan's inability to service externa debt has
led to two consecutive reschedulings by Paris Club members and one from the quas London Club.
After the end of first consolidation period in December 2000, it was clear that Pakistan was unable to
build its repayment capacity. Consequently, another round of rescheduling was sought from
sovereign and commercia creditors. Following the findlization of the SBA in November 2000, in
January 2001, the Paris Club, other bilaterd and commercial creditors agreed to restructure debts
worth about US$ 1.8 billion.

Despite this rescheduling, Pakistan has made debt payments from its own resources amounting to US$
3.2 billion and US$ 3.7 billion in FY00 and FY 01, respectively (see Table 8.10).*" If servicing of
externd ligbilitiesis included, the total payments made out of its own resources were US$ 3.8 billion

in FY00 and US$ 5.1 hillionin FYOL. It may be seen that the relief from debt rescheduling and

rollover was only US$ 2.8 hillion in FY 01, compared to US$ 4.0 hillion in FY00. Such large

payments and accumulation of net reservesto the level of US$ 1.7 billion by end-June 2001, should
dispel the popular view that Pakistan has to rely mainly on rescheduling from sovereign and

2 FE Circular 17 of June 6, 1998 and FE Circular 24 of June 17, 1998.

 The debts rescheduled included arrears as on November 30, 2000, and sarvicing falling due between December 1, 2000,
and September 30, 2001 (the consolidation period).

|t should be noted that this table is not comparable to Table 8.11, which was published in the previous Annual Report (see
Table VI1.10). For reconciliation, see Table 8.12.
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Table8.10: Pakistan's External Debt and Liabilities Servicing (New Format)

million US$
FY00 Fyo1?!
Actual paid Rexheduled/ Adtual paid Resdheduled/
1. Public and Publicly Guaranteed Debt 1,974 2,709 2,649 1,619
A. Medium and long term (> 1 year) 1,790 2,559 2,279 1,469
Paris club 423 1,149 432 934
Principal 308 81 221 681
Interest 115 298 211 253
Multilatera 938 0 916 0
Principd 556 0 572 0
Interest 382 0 344 0
Other bilaterd 20 132 221 68
Principd 2 104 180 55
Interest n 28 41 13
Eurobonds & 610 62 0
Principal 0 610 0 0
Interest & 0 62 0
Foreign currency loan bonds (NHA) ce] 0 39 0
Principal 2 0 22 0
Interest 17 0 17 0
Military debt 29 166 56 17
Principal 2 130 56 92
Interest 0 k3 0 25
Commercia loang/credits’ 211 152 522 0
Principal [5¢) 152 445 0
Interest 152 0 7 0
Others 2 30 31 350
Principd 0 30 0 350
Interest 2 0 31 0
B. Short-term ( = 1 year) 184 150 370 150
IDB 148 0 192 0
Principd 141 0 184 0
Interest 7 0 8 0
Others k3 150 178 150
Principal 10 150 147 150
Interest % 0 31 0
2. Private non-guarantesd Debts 838 0 696 0
A. Medium and long term (> 1 year) 838 0 696 0
Privateloang/credits 838 0 696 0
Principal 590 0 500 0
Interest 248 0 196 0
B. Short-term ( = 1 year) 0 0 0 0
3. Central bank deposits 3 300 46 400
Principd 0 300 0 400
Interest 83 0 46 0
4. IMF 340 0 299 0
Repurchases / principd 280 0 239 0
Charges / interest (5] 0 60 0
Total debt servicing (1 thru 4) 3,195 3,009 3,690 2,019
5. Special US$ bonds & 0 104 0
Principd 0 0 0 0
Interest & 0 104 0
6. Swaps 0 0 866 0
7. FCAs 392 1,072 365 776
FE45 (Ingtitutional) 383 1,072 347 776
Principal 308 1,072 295 776
Interest » 0 52 0
FE13 (interest) 9 0 18 0
8. FEBC/FCBC/DBC 83 0 76 0
Principa 8 0 39 0
Interest b 0 37 0
Total 3,756 4,081 5,101 2,795

! Provisond; 2 Induding PTMA paymentsof principal (US$ 193.3 million) & interest (US$ 46.9 million) during FY 01.
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commercia creditors to manage debt servicing. Asamatter of fact, rescheduling only accounted for
35 percent of total debt service obligations.

Table 8.11: External Debt Servici ng (Actual Paid)

million US$
LongTerm Short/MediumTerm Total Debt Servicing
Principal Interest Total Principal Interest Total Principal Interest Total
FY% 1,334 760 2,094 1,970 260 2,230 3,304 1,020 4,324
FY% 1371 799 2,170 1,891 286 2,177 3,262 1,085 4,347
FY97 1,532 ™4 2,286 2,506 288 2,794 4,038 1,042 5,080
FY98 1,711 763 2474 1,864 332 2,196 3575 1,095 4,670
FY® 987 244 1431 918 308 1,226 1,905 752 2,657
FYOOR 942 508 1,450 1,070 467 1,537 2,012 975 2,987
Fyo1” 1,029 596 1,625 1,368 341 1,709 2,397 937 3,334
R Revised; ” Provisional.
Table8.12: Reconciliation with Previous Debt Servicing Numbers and Revised Format
Million US$
Previous format FY00 FYO01
Prindpal Interex  Total  Principal Interest Total
Long-Term (Public and Publicly Guaranteed) A2 508 1,450 1,029 596 1,625
Paisclub 38 115 23 221 211 432
Multilatera 556 32 938 572 34 916
-Other Bilaterd 2 n 40 180 41 21
Military Debt* i) 0 i) 56 0 56
Short/Medium-Term 1,070 467 1,537 1,368 A1 1,709
Commercid Loang/Credits B 152 211 45 77 522
Private L oang/Crecits 0 28 &3 500 19 696
IMF 20 & 30 239 60 29
IDB 41 7 148 184 8 192
External debt servicing (previous Annual Reports) 2,012 975 2,987 2,397 937 3334
New categories (not included earlier) 2 176 208 169 187 356
Eurobonds (added under PPGM&LT) 0 & (%) 0 62 62
NHA Bonds (added under PPGM&LT) 2 17 ) 22 17 39
M&LT (Others) 0 p3] P 0 31 31
ST (Others) 10 % » 147 31 178
Central Banks Deposits 0 3 43 0 46 46
External debtservicing revised format (Table 8.10) 2,044 1,151 3,195 2,566 1,124 3,690

PPG: Public and Publicly Guaranteed Debt, M&LT: Medium and Long-term Debt.

! Tentative
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