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Under the Mountain of Debt
Tahir Dhindsa
tahirdhindsa@yahoo.com

During the financial year 2006-07, the debt burden was 
on the decrease, however there has been a recent surge 
in debt ratio by 5.3 percentage point. Out of this, three 
percent was borrowed for balance of payment support. 
The government's Debt Policy Statement 2010-11, states 
three principal reasons for this rapid increase in the debt 
burden; high interest payments, larger subsidies, and 
growing security spending needs. In addition, the 
inability of the government to enhance its tax base by 
bringing un-taxed sectors into tax net has widened the 
fiscal gap, which has a direct bearing on the sustainability 
of the debt servicing ability. The overall debt has risen to 
69.1 percent of the gross domestic Product, which is 
much higher than the recommended limit.  Out of the 
total debt burden, 63.1 percent increase is in domestic 
debt which is equivalent to 41.3 percent of Pakistan's 

Gross Domestic Product and 4.2 times of the annual 
revenue. (Though, financial experts take 3.5 percent of 
the annual revenue as the sustainable limit for domestic 
debt accumulation.)

The debt stock is a sovereign liability, which is increasing 
the burden every quarter by a good percentage of the 
GDP. In the second quarter of the current financial year 
alone, it was 284.9 billion rupees, which is 1.9 percent of 
the GDP, estimated at the running year's projected GDP. 
An important question to ask is whether the total debt 
burden of Pakistan has reached a point where sovereign 
solvency is considered a risk? Can a drastic improvement 
in revenue profile, coupled with external support bridge 
the gap, between the available resources and existing 
liabilities? 

During the first two quarters of the current financial year, 
the total debt burden of Pakistan has reached 11,054.7 
billion rupees, which is an all time high. It was 10,769.8 

billion rupees at the end of 
the f i rst  quarter,  on 

thSeptember 30 . Out of this 
huge amount, domestic 
debt stands at 6049.7 
b i l l i o n  r u p e e s ,  t h e  
repayment of interest of 
which is met through 
internal fiscal resources, 
which are being diverted 
away that could otherwise 
b e  u s e d  f o r  t h e  
deve lopment  o f  the  
country. 

Much of this domestic debt 
acquired during the second 
quarter of the current 
f inancial 2010-11, is 
m a n a g e d  t h r o u g h  
mone ta r y  expan s ion  
bringing the overall value 
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of the Pak-rupee down, which has increased the 
overall stock of foreign currency debt. In a nutshell, 
the fiscal policy of the government is primarily 
responsible for the increase in the debt burden. 
Much of this debt is spent to meet current expenses; 
it has little return in terms of future income or 
financial/physical asset generation, which can 
considerably increase the future income of the 
country. Had this happened, the country would 
have managed a lower debt to GDP ratio, even with 
a higher debt in books.

Domestic Debt
The level of domestic debt accumulation is the most 
pressing issue, as interest liability on this kind of debt 
is a heavy burden on the budgetary framework, 
making it impossible to follow the medium term 
budgetary framework. The total stock of the 
government's domestic debt, at the end of the 
second quarter of the current financial year on 
December 31, 2010, stands at 5294.7 billion 
rupees. The Public Sector Enterprises own another 
390.7 billion rupees, which is sovereign in nature 
and is long-term. Any insolvency in these enterprises 
is a direct liability of the government.  Another 
rolling debt stock of 364.3 billion rupees is booked 
in lieu of commodity operations, largely used to buy 
wheat and import of sugar. This brings the overall 
domestic debt stock to 6049.7 billion rupees. Much 
of the domestic debt is borrowed by the government 
either from the State Bank at higher rates or through 
the National Investment schemes, where depositors 
are paid interest higher than the usual market 
instruments for social reasons. This makes it more 
expensive. Since the real growth of revenue is not 

higher than the real growth of debt, the debt-to-
revenue ratio is increasing progressively. On the 
other hand tax-to-GDP ratio is dwindling 
progressively, and in the last few years the number 
has fallen from double digits to a single digit, at a 
little lower than ten percent.  

External Debt
Pakistan's external debt has also risen considerably 
after 2007.  Half way through the current financial 
year, Pakistan's external debt stood at US$58.4 
billion. It was US$40.3 billion in 2007.  Much of this 
loan is used for the balance of payment support, 
which became critical in 2008. By mid-October 
2008, Pakistan's foreign exchange reserves had 
plummeted and the nominal exchange rate 
depreciated significantly. As a result, Pakistan 
developed a macro-economic stabilization 
programme supported by the International 
Monetary Fund. Pakistan signed a 23 month Stand-
By-Arrangement programme with the IMF 
amounting to US$ 7.61 billion, which was later 
augmented to US$ 11.33 billion in August 2009 and 
subsequently extended to September 2011. This is 
271 billion rupees at the given exchange rate. 
Another 200 billion rupees were immediately 
added to Pakistan's debt liability by the depreciation 
of the rupee against the US dollar. 

Floating and Unfunded Debt
The growing share of floating debt in total domestic 
debt in recent years is meant an inordinate reliance 
on short-term loans, part of which is retired at the 
end of each quarter to meet the requirements of the 
Fiscal Responsibility and Debt Limitation Act, 2005. 

At the start of the 
next quarter the 
retired amount is 
borrowed again. 
Th i s  no t  on l y  
exceeds the debt 
limitation, but it 
m a k e s  t h e  
sove re i gn  r i s k  
g r e a t e r .  T h e  
floating debt grew 
by 26 percent in 
the financial year, 
2009-10. This was 
in addition to the 
1 6 . 3  p e r c e n t  
buildup in the 
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previous year, i.e. 2008-9. To meet the expanding 
budgetary financing requirements, 431 billion 
rupees were added to the stock by June 30, 2010 
through Market Treasury Bills.  This subdued private 
sector demand and risk aversion on part of financial 
institutes. 

The shorter term floating debt instruments are 
clearly a source of vulnerability. Short average 
maturity entails high rollover and refinancing risk. 
An increase in the interest rate can have an adverse 
fiscal impact. And this is what is happening during 
the last two financial years. The tax payer's money is 
being progressively used to fund the government's 
needs.   

The Unfunded Debt is another niche which is 
adding debt stock of an unsustainable nature.  The 
unfunded debt registered a hefty growth of 24.5 
percent in the financial year 2008-9, followed by 
another expansion of 14.7 percent in the financial 
year 2009-10. At the end of 2009-10 the total 
unfunded debt stood at 1,457.5 billion rupees.  Net 
receipts in the Regular Income Scheme were up by 
49 percent in 2009-10 as the stock increased from 
91-2 billion rupees as of the end of the financial year 
2009 to 135.6 billion rupees as of end of June 2010.  
The government has been maintaining slightly 
higher rates on some instruments at the National 
Saving Schemes for different reasons. Many banks 
have started investing in the schemes that led to the 

a b u s e  o f  i t .  
H o w e v e r ,  
prudential limits 
were put on the 
i n v e s t m e n t  
schemes to reduce 
the trend.

Pakistan needs 
3 6 5 . 1  b i l l i o n  
rupees to reduce 
th i s  mammoth 
d e b t  l i a b i l i t y  
during the second 
quarter of the 
current financial 
y e a r .  E v e n  i f  
borrowing remains 
s t ab le ,  a t  the  
current rate, the 
government will 
n e e d  1 3 4 6 . 8  
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billion rupees for debt servicing alone for the year 
2010-11. It was 1,082.6 billion rupees for the 
financial year 2009-10.  On external side, the 
government has allowed the rupee to sink against 
the dollar for various reasons and a better export 
yield is one of them. However this increases the 
debt liability. At the moment the total liquid foreign 
reserves of Pakistan are sufficient to finance debt 
servicing and import bills, including oil. But, if the oil 
prices keep on rising and Pakistan picks up on 
growth, the country will need another programme 
with the International Monetary Fund for the 
balance of payment support, floating international 
instruments such as long-term bonds that could 
have been an option that is not in use at the 
moment. The premier on such instruments would 
be more than the interest on loans borrowed from 
other sources. 

Monetary Expansion and Fiscal Reforms
On both these fronts Pakistan has 
shown poor progress. Monetary 
expansion is severely limited and 
fiscal reform process is stagnant at 
both the policy and administration 

thlevel. On March/February 4  2011, 
the total currency in circulation was 
the equivalent of 257,812 billion 
rupees. It was 176,813 billion rupees 
just a month ago on January/February 

th6  2010??? In one year, 80,999 billion 
worth of currency notes were added 
to the circulation pool. This was the 
Broad Monetary growth (M2) after 
adding deposits with the State Bank of 
Pakistan and total demand & time 
deposit 222,892 billion rupees, 
during the same period. This 
contributed to the spike in inflation 
and brought down the real value of 
revenue collection and the changing 
rupee-dollar parity negatively. Again 
the fiscal policy of the government is 
responsible for this.      

On the fiscal side, the revenue 
collection target was slashed down 
twice in one quarter of the current 
financial year to 1600 billion rupees. 
With growth in GDP the overall 
revenue collected becomes nominal 
only. 

Financial Responsibility and Debt Limitation Act 
2005
This law prescribes four mandatory principles:  

< Reducing the revenue deficit to nil not later than 
30th June 2008 and thereafter maintain a 
revenue surplus.

< Ensure "that within a period of ten financial 
years, beginning from the first July, 2003 and 
ending on 30th June 2013, the total public debt 
at the end of the tenth financial year does not 
exceed sixty percent of the estimated gross 
domestic product for the year and thereafter 
maintain the total public debt below sixty 
percent of the gross domestic product for any 
given year."

< Ensure "that in every financial year, beginning 
from the first July, 2003, and ending on the 
thirtieth June 2013, the total public debt 
reduced by no less than two and a half percent  
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of the estimated gross domestic product for any 
given year, provided that social and poverty 
alleviation related expenditure are not reduced 
below 4.5 percent of the estimated gross 
domestic product for any given year and 
budgetary allocation to education and health, 
will be doubled from the existing level of 
percentage of gross domestic product during 
the next ten years."

< Not to issue "new guarantees, including those 
for rupee lending, bonds, rates of return, output 
purchase agreements and all other claims and 
commitments that may be prescribed, from 
time to time, for any amount exceeding two 
percent of the estimated gross domestic product 
in any financial year: Provided that the renewal 
of existing guarantees shall be considered as 
issuing a new guarantee."

These principals attach quantum of debt burden 
with the size and growth of economy and fiscal 
prudence in general.  The reason behind these 
carved out principles is, that the health of economy 
should not be made vulnerable to indebtedness. At 
the moment, unfortunately, same is happening. 
Development has come to stand still and debt 
servicing is accommodated by taking new loans.

Conclusion
The situation cannot improve unless the 
government sticks to the structural adjustment 
process, more or less agreed with the international 
monetary fund. In conclusion fiscal prudence 
should prevail. "We should learn to live within our 
means."  Loans should be used for development and 
investment to supplement future income. The rich 
should be taxed on their incomes, and not on their 
assets. The middle income group should be taxed 
on consumption (barring food, health and 
education related consumption) and not excessively 
on income. And above all, the bulk of the tax payer's 
money should be used for development and 
income distribution projects, not on consumption 
and servicing of the debt taken for consumption. 
Reforming the Public Sector Enterprises (PSE), like 
Pakistan International Airlines, Steel Mills of Pakistan 
and the Power sector entities is at the heart of the 
reform process that should be undertaken this year. 
Allowing these enterprises to hemorrhage would 
put the country in difficulty.

Circular Debt: A challenges for 
power sector 
Arshad H. Abbasi 
ahabasi@gmail.com

Pakistan power sector is plagued with a number of 
problems and challenges that undermining its 
progress. Some of these are notably the availability 
and efficiency of existing power plants. Many of 
these are incurring high monetary losses due to an 
ineffective management. Circular debt has been 
inflicting the power sector for long due to 
irregularities in payment to power producers. Over 
the years, wrong decisions in the power sector have 
propelled a shift from low cost generation sources 
(hydroelectricity) to high cost generation sources 
(thermal).

Since there certain areas that still need to be 
electrified, there still exist numerous transmission 
constraints in grid extension. Additionally, there are 
high transmission losses incurred by distribution 
companies and a low revenue collection. The main 
factor behind all these problems has been attributed 
to an overall erosion of sound governance practices 
that would have otherwise prevented the snags from 
developing in the first place. For NEPRA to be a 
completely independent institution, its interests 
must not be compromised by its subservience to any 
other ministries. 

There has been a systemic failure to augment the 
power generation capacity of the country. Existing 
power plants have been strained out by operating 
them round the clock, which doesn't accommodate 
maintenance critical to the healthy functioning of 
the power plants. There has been an deficiency of 
will to set up new power plants and those that have 
surfaced are rental power plants. Due to the 
compromised efficiency of power plants, the supply 
of power to the grid has been greatly been affected. 
Fuel consumption has substantially increased in 
Pakistan, however the existing power plants have 
continued to operate in lower efficiencies. 

Currently, the gap between the generation cost and 
consumer price is enormous, thereby creating a 
great strain on Pakistan's economy. Another issue is 
that despite there being multitude of sources that 
generate electricity, the end users were not always 
beneficiaries of this. On a regional basis, during 
2010-11, Sindh was the biggest contributor to line 
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losses (37.6%) followed by Khyber Pakhthunkhwa 
(35.3%).  Contrarily, Punjab and Baluchistan fared 
relatively better with line losses at 14.1% and 18% 
respectively. The losses in the system are due to the 
transmission of power in the system and 
administrative losses caused by illegally set up 
power connections. There is a great need to 
improve existing distribution and transmission lines, 
grid stations and power transformers. Additionally, a 
campaign to detect points of pilferage must be 
started so that appropriate measures to mitigate 
these are taken.  It is pertinent to note that since 
January 2010, the Government of Pakistan had 
registered about 24,590 cases of theft and about 
1.47 million unpaid bills, which has undoubtedly 
has been an incredible dent to the national 
exchequer. 

Industry Needs
There has to be sufficient and reliable supply of 
power with competitive pricing of fuel. Due to 
frequent power disruptions, the cost impacts are 
high to a stupendous extent. This entails a lower 
utilization of capacity; loss of man hours; loss of 
productivity; higher incidences of electronic 
equipments damage; decline in exports and erosion 
of an environment conducive to doing business. In 
many places, the power machinery is not in good 
state and needs to be upgraded. Therefore, an 
investment is required on machinery maintenance 
and refurbishment. 

Dependency on Furnace oil and Circular Debt
Global fuel prices have increased to manifold levels 
over the past two years and this has inevitably raised 
the cost of generation. In order to protect the 
consumers from the effects of tariff escalation, the 
Government of Pakistan provides subsidies to low 
income classes. However, the government in most 
instances has fallen short of payment of subsidies it 
promised. As a result, there have been tariff 
shortfalls and delay of payments to the power plants 
in the system. This in turn caused the power 
generation companies to defer or default their 
payment to international fuel suppliers and 
refineries (PSO, SNGPL and SSGC), in order to 
manage their monetary flows. The figure of the 
circular debt stood at Rs. 216 billion as on June 30, 
2009, however this reduced to Rs. 115 billion in 
April, 2010, due to a government subsidy. The RPPs 
also demand a higher security because of the 
decline of credit worthiness of Pakistan's power 
sector. Circular debt impacts availability of the 
current capacity and a large capacity (1500MW) 
had been off-grid in 2009.

The reasons attributed to the burgeoning circular 
debt have primarily been to the inherent 
incompetence of DISCOs to pass on the cost of 
electricity to the consumers. This cost could not be 
recovered from the consumers as there has been no 
satisfying increase in tariff from 2004  07. The 
DISCOs have made colossal financial losses, which 

has resulted in 
the build-up of 
g r o s s  
p e r f o r m a n c e  
i ne f f i c i enc i e s  
a n d  
mismanagement. 
The tariff that the 
government set 
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in making up of 
average costs of 
companies, due 
to which they 
moved into a 
p h a s e  o f  
monetary loss 
a n d  
mismanagement 
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proportions. In order to render the power tariff 
affordable, the Federal Government endeavors to 
notify changes in the consumer end tariff. Due to 
fear of socio-political fallout and unrest, the 
government tries to ensure that the NEPRA 
determined tariffs (essentially the cost of power) is 
not passed on to the consumers. The gap between 
the NEPRA tariff and the government notified on 
was as high as Rs. 3.43/kWh as on January 1, 2010, 
therefore, companies have had to incur heavy 
financial losses which is covered by GOP by 
subsidizing . 

The circular debt was exacerbated by the 
fluctuations in global fuel prices, which have 
remained high for quite a long time. NEPRA 
instituted adjustments on a six monthly basis, which 
allowed for the fuel price variation to be passed on. 

The fluctuations of the fuel price were tremendous, 
thereby nullifying any positive effect that this 
measure could produce. DISCOs were finding it 
immensely difficult to meet their day-to-day to 
operations, and were subsequently forced to 
borrow funds from banks. 

Panacea for Energy Crisis in Pakistan? 
Pakistan has been endowed by an enormous 
renewable energy resource potential to meets its 
energy needs. Unfortunately, their exploitation till 
date has remained unimpressive and lackluster. 
Hydropower is considered to be Pakistan's panacea 
to its energy woes, particularly because of the 
affordability of its cost of generation. It is by far 
believed to be the most cost-effective of all energy 
sources for Pakistan. The consumer end tariffs are 
affordable and the cost of electricity can easily be 
passed on to them. 

Generation Sources

Annual Generation  (GWh)

%

Cost- Rs./kWh
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3132
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Gas has been extensively relied upon as fuel due the 
lower costs involved in power generation, whereby 
it has dominated the primary energy supply. 

The country is presenting facing enormous gas 
shortfall due to the rapidly depleting gas reserves 
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and high consumption. 
In order to mitigate this, 
it has been proposed to 
i m p o r t  g a s  f r o m  
neighboring countries 
but progress on this has 
been relatively slow. In 
the meantime, the 
supply-demand gap is 
b e i n g  b r i d g e  b y  
unsustainable options 
such as reverting power 
generation from furnace 
oil as shown in table 
above. Pakistan has 
greatly been affected by 
its high dependency on 

fossil fuel imports, which contribute an escalation in 
the power generation cost. This can be attributed to 
high oil prices and power interruption due the oil 
being cut off in the producer countries. 
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Circular Debt: A partial solution

The Quagmire
The current circular debt among the five leading energy entities of the country and the Government of 
Pakistan has risen to 164 billion rupees. This has not only restricted the potential of power generation in 
Pakistan but has also created an immediate shortage of working capital for these entities, forcing them to use 
expensive leased out cash for running day-to-day business.  In some instances this borrowing is much beyond 
their allowed limit. 

By the middle of February this year, the PSO had made 235.3 billion rupees worth of supplies to WAPDA, 
HUBCO and KAPCO. But in return, received only 192.1 billion rupees, as the receivables of these power 
generation companies were not paid by the GOP.  The GOP is not paying to PEPCO, which is not paying its 
dues to the Independent Power Producers on the same pretext, they in turn are not releasing cash to PSO, 
which is not making payment to refineries. By the middle of February PSO's receivable balance was 141.8 
billion rupees. Another rupee 26.2 billion have been added since, making the figure jump to 164 billion. 
Obviously, the situation is not sustainable anymore, especially after the current rise in the global prices of oil 
crude. On the other side of the fence, the federal government has no money to pay. It has resorted to 
borrowing two billion rupees a day for its own consumption. 

Solution
The PSO management has proposed a really out of box solution of the problem, which will keep the mill going 
and bring borrowing cost of PSO to a sustainable level, and within the prudential limits. For this the 
government needs to issue a 29 billion rupee pay order to the PEPCO. The PEPCO will pay the same amount 
to IPPS, which in turn will hand it over to PSO. PSO will pass on the same amount to refineries, which will pay 
back 29 billion rupees to the federal government.  To carry out this exercise the federal government will have 
to arrange a tea party in the capital, where all five entities are invited. They will happily attend the party, where 
takeaway worth 29 billion rupees. In the end five times 29 billion rupees of circular debt will be gone, which is 
rupee 145 billion.  And, the federal government will not spend a single rupee from its kitty, except for the tea 
party, over which this family matter will be resolved. 

The formal propose has been handed over to the Ministry of Finance by the management of PSO and since 
then everybody is waiting anxiously to get the issue of circular debt resolved at no cost to GOP.

Abid Qaiyum Suleri
Executive Director SDPI
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