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           28th March, 2019 

 
 
SBP takes dimmer view of economy 
According to the second quarterly report for FY19 released by the State Bank of Pakistan on 25th 
March, 2019, prospects of the economy continue to be bleak and there is no silver lining on the 
economic horizon, at least in the near future. The real GDP growth rate during 2018-19 is now 
projected to land in the range of 3.5-4.0 percent, indicating a sharp decline compared to a growth of 
5.2 percent in the preceding year and the target of 6.2 percent for FY19. The slowdown in growth is 
attributable mainly to the decline in growth in the agriculture sector and stabilisation measures taken 
to preserve macroeconomic stability. The full year outlook for manufacturing activities and services 
sector also remains subdued. Inflation continues to increase mainly due to cost factors and 
persistence in underlying demand. CPI inflation during second quarter of FY19 on YoY basis 
attained the highest level in 17 consecutive quarters. Price pressures are expected to remain high due 
to the second round impact of exchange rate depreciation, an upward adjustment in gas and 
electricity prices and higher budgetary borrowings from the SBP. Acknowledging these risks, SBP 
has projected the CPI inflation in the range of 6.5-7.5 percent for the full year. The fiscal situation 
has also deteriorated further due to a sharp growth of 17.3 percent in current expenditures and a 
contraction of 2.4 percent in revenue collection during the first half of the current fiscal. As there is 
limited room to curtail government expenditures in the coming months, the axe will continue to fall 
on development expenditure to contain the fiscal deficit. Anyhow, the SBP has projected the fiscal 
deficit at 6.0-7.0 percent of GDP during FY19 compared to the deficit of 6.6 percent in the previous 
year and the target of 4.9 percent for the current year. 
 
As for the external sector, while the current account (C/A) deficit has improved by dollar 1.7 billion 
during the first seven months of FY19, it is still very high at dollar 8.4 billion. Some improvement is 
expected in the coming months as imports are likely to contract further on account of moderating 
domestic demand and relatively low international oil prices as compared to the beginning of FY19. 
However, exports are likely to miss the target due to waning demand in certain export destinations, 
competitive pressures in the international arena and the lack of diversified and higher value-added 
products that can effectively utilise the export quotas allowed under specific trade agreements. The 
SBP has projected the C/A deficit for 2018-19 in the range of 4.5-5.5 percent of GDP compared to 
6.1 percent in FY18 and the target of 4.0 percent for the current year. 
 
The present quarterly report of the SBP, in our view, contains an objective assessment of the 
economy. Although the State Bank has refrained from pushing the panic button, the contents of the 
report should give enough food for thought to our policymakers to undertake the necessary reform 
agenda to stabilise the economy which would of course be painful for various sections of society. It 
may also be added that most of the present challenges to the economy were inherited by the PTI 
government from the previous government which did not take the necessary harsh measures in time 
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for political expediency. Obviously, the present government had to initiate certain reform measures 
immediately to stabilise the economy and ward off the possibility of insolvency staring in our face 
due to constantly dwindling foreign exchange reserves and an untenable situation in the external 
sector. While the present government did not take long to try to cover the losses of energy companies 
by increasing the cost of electricity and gas, its top functionaries, including the Prime Minister, had 
to rush to various friendly countries to seek assistance for plugging the huge hole in C/A. The efforts 
of the government have started to materialize in the form of bilateral inflows from Saudi Arabia, the 
UAE and China. Some of these inflows have already been realized, while the rest are due in the 
remaining part of the year. Along with the Saudi deferred oil payment facility, these inflows will 
play an important role in dealing with the external financing gap challenge for the current year; 
thereby relieving pressure on the foreign exchange reserves and mitigating volatility in the FX 
market. However, it may be added that the massive deficit in the external sector continues to be the 
most important challenge of the economy despite these inflows, substantial depreciation of the rupee 
and the tariff measures to curb imports. Clearly, the government has to take additional measures for 
further improvement in the balance of payments since the gap in the external sector still continues to 
be huge and unsustainable and as a self-respecting nation we cannot ask for financial assistance from 
friendly countries year after year. 
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