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SBP’s annual report for FY19 
State Bank of Pakistan (SBP) has confirmed once again that the economy of Pakistan performed 
poorly in the outgoing year. According to its annual report released on 28th October, 2019, real GDP 
growth rate decelerated to 3.3 percent in FY19 as compared to 5.5 percent in FY18 and the lacklustre 
performance was due to a major drag from the commodity producing sectors and a relatively lower 
pace of growth in the services sector. The headline CPI inflation, on the other hand, almost doubled 
from 3.9 percent in FY18 to 7.3 percent in 2018-19 and this was fuelled by a number of factors 
including underlying demand pressures, increase in administered prices, and pass-through of the 
depreciation of Pak rupee. Monetary Policy Committee (MPC) of SBP continued with its monetary 
tightening stance throughout the year and increased the policy rate six times by a cumulative 575 
basis points. Growth of private sector credit moderated during FY19 but government’s budgetary 
borrowings increased substantially because of significant increase in current expenditures and a 
slowdown in revenue collection which overshadowed the impact of a cut in Public Sector 
Development Plan (PSDP). More worryingly, PSE debt jumped from 4.0 percent of GDP to 5.3 
percent of GDP during the year. As a result of these factors, “money supply remained skewed 
towards the public sector.” 
 
Major fiscal indicators also deteriorated during the year. Overall budget deficit reached a historic 
high of 8.9 percent of GDP during FY19 which was far in excess of the target of 6.0 percent fixed in 
the beginning of the year. The deterioration was caused by a sharp decline in revenue collection and 
a steep rise in current expenditures. In the external sector, current account (C/A) posted a deficit of 
dollar 13.9 billion in FY19 which was nearly two-thirds of the deficit recorded in the previous year. 
The improvement in C/A deficit came from significant import compression and a robust growth in 
workers’ remittances. Foreign exchange reserves of the country held with the SBP dropped by more 
than dollar 2.0 billion during the year. Debt dynamics of the country also deteriorated further in 
FY19. Pakistan’s total debt and liabilities (TDL) rose to Rs 40.2 trillion by the end of June, 2019, 
showing a massive increase of Rs 10.3 trillion during the year. The steep rise in TDL was due to 
government’s financing needs, revaluation of the external debt stock due to depreciation of PKR, and 
BoP support from friendly countries. 
 
As for the outlook for FY20, macroeconomic stabilisation would continue to be the top priority of 
the government. Though the early signs of recovery are already visible, GDP growth rate is likely to 
remain subdued in the range of 3.0-4.0 percent during the year. Meanwhile, inflation is expected to 
exceed the annual plan projection of 8.5 percent by nearly 3 percent. However, price pressures may 
begin to recede in the second half of FY20, setting the tone for considerably lower inflation in FY21. 
The external sector’s outlook is positive on the whole. Exports are expected to pick up further and 
workers’ remittances are likely to remain robust during the year. The outlook for the fiscal sector 
was, however, not straightforward. Even if things pan out, more or less, according to the plan, fiscal 
deficit during the current year may be in the neighbourhood of 7 percent of GDP. 
 
 
 



Page 2 of 2 
 

Even a cursory look at the SBP’s annual report would show that the material contained in the report 
is quite comprehensive and its prognosis is very much objective and closer to reality than most of the 
other public documents. Such an unbiased analysis may be due to the greater autonomy given to the 
SBP and the fact that the annual report has been published at a time when most of the data for FY19 
is already available in the final form. Another factor could be that the Governor SBP is not from 
country’s bureaucracy and is used to give an honest view of the situation. Anyway, the deterioration 
in almost all the macroeconomic indicators during FY19 is highly disturbing and shows clearly that 
the country has now to make a huge effort to reverse the worsening trends in the economy at a great 
political cost to erase the impact of the past mismanagement of the economy in order to stabilise it 
and then put it on the path of recovery. The GDP growth rate during FY19 was a meagre 3.3 percent 
and is projected to range between 3.00-4.00 percent during the current year. This simply implies, that 
given the present population growth rate of the country, one cannot even imagine a reasonable rise in 
standards of living and a reduction in poverty levels in the next few decades while other countries in 
the region are poised for a higher growth trajectory and could hope to enjoy much better standards of 
life in the not-too-distant a future. Another worrying aspect is that the rise in inflation is presently in 
double digits which has added to the hardships of average households who are already living on 
fringes and finding it extremely difficult to make both ends meet. Inflation has been driven primarily 
by loose fiscal and monetary policies which increased demand in the economy without 
corresponding increase in availabilities, intensifying the inflationary pressures further. While 
monetary policy has been reasonably tightened to suppress demand in the economy, fiscal policy still 
continues to be expansionary, as seen from the overall level of fiscal deficits despite some stringent 
measures by the government. The authorities seem to be determined to reduce the fiscal deficit to a 
sustainable level and rightly so but the traders and other sections of society as well as the opposition 
parties are opposing the government’s moves tooth and nail to nullify these efforts. Total debt 
liabilities are increasing at such a rapid pace that the country is almost caught up in a debt trap and 
we are mortgaging the future of coming generations who will abhor our extravagance and the 
tendency to live much beyond our means. The only saving grace is a sharp reduction in C/A deficit 
due to a compression in imports and increase in home remittances. It seems that the authorities have 
been successful in avoiding insolvency of the country and are also gearing up for a sustainable 
position in the external sector. However, we are still far away from a comfortable position as the 
foreign exchange reserve position still remains challenging while the growth of exports is far from 
satisfactory. 
 
As the overall economic situation demands, the present government has taken a number of measures 
to arrest the deteriorating trend in macroeconomic indicators and improve the overall economic 
situation. These include exchange rate alignment of the rupee rate with the market fundamentals, a 
sharp increase in interest rates, curtailment in PSDP, spike in energy prices and deepening and 
broadening the tax net to raise revenue receipts. Seen closely, all these measures were necessary. 
These steps, however, have hurt the ordinary people disproportionately and forced the traders and 
businessmen to pay their taxes fairly and in accordance with their incomes. That is why most of the 
business community members in the country are now up in arms and pressurising the government to 
take back these measures or at least review them to offset some of the financial pain associated with 
them. The question whether or not the government will be able to withstand this pressure has no easy 
answer. But the authorities of the country have in the meantime negotiated an EFF programme with 
the IMF which gives the government another reason to initiate and implement a proper reform 
agenda agreed between the two parties to surmount a serious economic situation. The odds are of 
course many but we wish the government success for a better economic future of the country. 


