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SBP underscores need for deep structural reforms 
he State Bank of Pakistan Thursday emphasized for broad-based and deep structural reforms in 
key areas of the economy to address longstanding structural issues, which are impeding 
investment, industrialization, trade, and resource mobilization. According to SBP annual report 
"The State of Pakistan''s Economy" for the fiscal year 2017-18, reforms in any particular area of 
the economy may not be effective unless coordinated with reforms in other sectors and the 
success of reforms would crucially depend on an improvement in governance. 
 
Pakistan''s economy is again at a familiar juncture, with imbalances emerging as the growth 
picked up, making it challenging to maintain the virtuous equilibrium of low inflation and higher 
growth. The only difference this time is heavy investment is underway in energy and 
infrastructure, it added. 
 
On the other hand, most of the growth spurts have been consumption-driven. Therefore, as 
domestic demand grows above the economy''s capacity, it leads to build-up of imbalances and 
ultimately overheating of the economy. 
 
Some immediate short-term stopgap measures introduced to provided relief for the time being, 
but made it less expedient to take more painstaking structural reforms to address the underlying 
issues, the report said. 
 
According to SBP, several measures have been taken to reduce the pressures on external account 
and manage inflation expectations. Increase in interest rate, adjustments in exchange rate, 
restriction on advance payments and imports on open account, increase in regulatory and 
customs duty, and imposition of cash margins on selected non-essential goods are aimed at 
containing imports and narrowing current account deficit. However, expansionary fiscal policy 
in an election year and increase in oil prices have partially offset the expected impact of these 
measures, it added. 
 
"To address the structural constraints, however, broad-based and deep structural reforms are 
needed in key areas of the economy," the SBP said and added that Pakistan has already 
implemented several reforms related to financial sector and monetary and exchange rate policies. 
 
In particular the reforms related to improving monetary policy framework, gradually moving to a 
more competitive exchange rate policy, and enhancing financial inclusion and access to finance 
of otherwise underserved sectors including SMEs, women and young entrepreneurs, and small 
farmers, are already in progress. 
 
However, these have to be complemented by reforms aimed at addressing longstanding structural 
issues impeding investment, industrialization, trade, and resource mobilization. 
 



"More specifically, Pakistan needs to increase investment through enhanced savings by 
promoting a saving culture, introducing new financial products and increasing public savings. 
The resulting decrease in overall consumption would help lower import demand in the short to 
medium term," the report said. 
 
In the long run, Pakistan can reduce its dependence on imports by shifting power generation to 
renewable sources, switching to more cost-efficient ways of transportation, and promoting the 
domestic production of oilseeds. Concurrently, the export base as well as value addition need to 
be enhanced in order to keep the current account deficit at sustainable levels over the medium 
term. 
 
Exports can particularly be facilitated through a reduction in the cost of production, especially by 
lowering energy and transportation costs; enhancing productivity by improving the quality of 
labor through vocational training; and exploiting the untapped export potential of non-traditional 
items and markets. 
 
SBP suggested that in the case of revenue generation, Pakistan can enhance its tax base by 
exploiting the potential of direct taxes. Currently, the share of direct taxes in total taxes is 
significantly lower compared to its peer countries and this can be enhanced by removing 
exemptions, bringing the untaxed segments under tax through amendment in the Income Tax 
Act, and rationalizing the minimum taxable income vis-à-vis per capita income. Furthermore, the 
digitization of the revenue collection system can both facilitate taxpayers and control leakages by 
reducing human interface. 
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