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           19th March, 2019 

 
 
SBP governor explains why stability became priority over growth 
Governor State Bank of Pakistan (SBP) Tariq Bajwa has said that Pakistan and International 
Monetary Fund (IMF) have already reached a general agreement for a bailout program and now the 
differences are on the timing and pace of stabilization policies. 
 
In his keynote address at Bloomberg Pakistan Economic Forum held here on Monday, the governor 
SBP said the government is continuously negotiating with the IMF to get a program that can avoid a 
hard landing for the economy. 
 
In this regard, he said, Pakistan has already laid the foundations of a homegrown stabilization 
program, which hopefully would deliver good results. A tight monetary policy is in place and the 
government is committed to reducing fiscal deficit, he added 
 
"There is a general agreement regarding the policy direction between us and the IMF, the differences 
are only on the timing and pace of stabilization policies," he mentioned. 
 
The governor SBP said now the focus is on narrowing external imbalances to a sustainable level by 
allowing greater exchange rate flexibility and incentivizing savings in the economy. 
 
He said that Pakistan''s economy is going through a phase of transition. On the one hand, 
stabilization policies are in place to ensure a stable macroeconomic environment which is vital for 
economic development; and on the other, the government is pursuing wide-ranging reforms to 
improve the ease of doing business and investment climate in the country and minimize the cost of 
stabilization measures. 
 
"Unless we are able to grapple the three core macroeconomic issues i.e. low savings, low revenue 
generation and high trade gap, sustainable high growth will continue to be a challenge," he added. 
 
The governor SBP said the twin objectives of macroeconomic policies are growth and stability and 
with the twin deficit moving to unsustainable territory, stability became a priority over growth. 
 
SBP''s Monetary Policy Committee initiated the tightening cycle, which to date has resulted in a 
cumulative upward revision of 450 basis points in the policy rate i.e. to 10.25 percent and the rupee 
has moved 31 percent against the dollar during the same period since December 2017. 
 
While, the economic growth is slowing down, which in turn is hurting the revenue growth, many of 
the government''s expenditures are non-discretionary in nature, especially debt servicing, and 
increase in defense expenditure under the existing tension with India, he mentioned. 
 
He informed that the policy mix has already started to bring the desired results in the external front. 
The current account deficit has declined by 22.6 percent on a YoY basis during the first eight months 
of FY19 and was only $356 million in Feb 2019. 
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The current account is likely to narrow further on the back of a deceleration in imports of goods and 
services and robust workers'' remittances. "Favorable developments have helped reduce the level of 
uncertainty in the domestic forex market and forex exchange reserves are also expected to improve 
further in the coming months", he said. 
 
Thus, Bajwa added the overall business environment in the country stands ready to experienced 
significant improvement in the next few years and like any stabilization exercise, the economy must 
brace for an initial slowdown before it gets back on the recovery track. 
 
Going forward, he estimated that average CPI inflation for FY19 is likely to fall in the range of 6.5 to 
7.5 percent. The Governor believed that these are short-term challenges, and it is hoped that our 
economy''s inherent resilience will meet these challenges successfully. 
 
He mentioned that during this stabilization period, government and SBP are trying to protect export 
oriented businesses and the mark up rates on the export finance scheme (EFS) and long-term 
financing facility (LTFF) have been left unchanged to keep incentivizing the export-oriented sectors 
of the economy. 
 
The governor SBP said that while there are challenges in the Pakistan''s economy, there are 
opportunities also and the correction in the exchange rate will make production in many sectors more 
competitive and encourage new ventures in import substitution. 
 
 
The State Bank''s key focus is on three priority sectors, namely SMEs, Agriculture, and Low Cost 
Housing, with financial inclusion and Islamic Banking as cross cutting themes. 
 
He said that SME Financing of banks has, for the first time, crossed the nominal milestone of Rs. 
500 billion, as of December 2018. The target that has been given to commercial banks is that by 
2020 SME credit should be equal to 17% of their lending. Government''s second priority area is the 
agriculture sector and SBP has been proactively promoting credit to agriculture sectors, primarily 
through the enhancement in production loans to small farmers to improve their productivity. 
 
Third priority area, i.e. low-cost housing finance as Pakistan is facing a shortage of 10 million 
housing units and this number is growing, he said. 
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