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High on borrowing 
Is one part of the PTI government’s economic strategy working? The latest figures released by the State 
Bank of Pakistan (SBP) this past week confirm that private-sector borrowing has jumped up by 92 percent 
compared to the last period. Questions were asked over the government’s debt-driven development strategy 
in a time when interest rates have been increased from 5.75 percent to 10.25 percent in the last year. 
Analysts asked whether the government’s plan to increase private-sector borrowing would work in a time of 
increasing interest rates. The outgoing PML-N government’s period was marked by a downturn in private-
sector borrowing, despite low interest rates. Are the latest SBP figures proof that there is an economic 
recovery going on in the private sector of the economy? Contrasted with the falling GDP growth figures for 
the current years, this seems like a hard conclusion to reach. The increase in private-sector borrowing should 
be translating into an increase in economic growth in a range of different sectors. The SBP figures are broad: 
borrowing has increased from Rs312 billion to Rs600 billion between July and February in this fiscal year. 
What will be interesting to see is what sectors the borrowing is for and whether it is for consumption, 
investment or a sign of desperate businesses looking for financial support. 
 
One key factor in the increase is the fact that the government has pushed commercial and Islamic banks to 
increase lending to the private sector. The options for banks to make a profit have narrowed after the 
government has attempted to reduce long-term borrowings from banks. This is in contrast to the last 
government, where much of the profitability of commercial banks came from lending to the government on 
high interest rates. The rupee depreciation and rising inflation themselves are part of the explanation for the 
rise in interest rates. However, in principle, the increase in private-sector borrowing is a positive sign. 
 
It would be good for Finance Minister Asad Umar and his Ministry of Finance to undertake a larger review 
of the impact of this increased private-sector borrowing. Short-term it would seem like a good idea to think 
that the higher borrowing is a good sign. However, bankers have warned that, coming amidst an increase in 
interest rates, it could mean an increase in non-performing loans. It is difficult to believe that new business 
activity will be able to generate profits above 10.25 percent during what is a tricky time for the economy. 
The larger economic uncertainty is likely to play a part in determining whether this increase in private-sector 
borrowing will translate into a broader economic recovery. 
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