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SECTOR ASSESSMENT (SUMMARY): FINANCE1
 

1. Sector Performance, Issues and Opportunities 

1. Financial sector participants. Pakistan’s financial sector is dominated by 38 banks, 
which held 73.9% of the PRs15,039 billion ($152 billion) of the financial sector’s assets at the 
end of fiscal year (FY) 2014.2 Other participants include the National Savings Schemes (NSSs), 
which held 16.4% of assets; development finance institutions (DFIs) and other non-bank 
financial institutions (NBFIs) with 4.7%; insurance companies with 4.5%; and microfinance 
institutions (MFIs) with 0.4%. Financial sector regulation is split between the State Bank of 
Pakistan (SBP), which regulates banks, DFIs and MFIs; and the Securities and Exchange 
Commission of Pakistan, which regulates the corporate sector, capital markets, insurance 
companies, other NBFIs and private pensions.  

2. Operating environment. Pakistan’s public debt relative to gross domestic product 
(GDP) increased significantly during FY2009-FY2014 due to (i) higher primary deficits; (ii) slow 
economic growth during 2009-2011 coupled with higher interest rates; and (iii) the impact of 
exchange rate depreciation on the Pakistan rupee value of foreign currency debt. At the end of 
FY2014 public debt totaled PRs16,321 billion (64.2% of GDP), up from 56.8% at end-FY2008.3 
The government has had no difficulties selling domestic short-term debt securities at a cost 
anchored to the SBP’s current and expected policy rates. In 2008 the SBP raised its policy rate 
by five full percentage points (to 15%), and the rate remained at 14.5%–16% for most of 2009–
2011. These high interest rates, together with an economic slowdown, led to a decrease in 
private sector credit demand, deterioration in credit quality, and lower financial intermediation.4 
Subsequently, with falling inflation, SBP lowered the policy rate, most recently to 7% in May 
2015. 

3. Banking subsector. Total bank assets increased by 6.0% during the first half of 2014 to 
PRs11,115 billion (compared to annual increases of 7.9% in 2013 and 19.0% in 2012). Growth 
in banking subsector assets was largely driven by increased holdings of government securities, 
which reached a high of 36.0% of total assets at the end of FY2014. Customer deposits 
continue to track GDP and have expanded faster than credit to the private sector. The SBP 
made it a priority to encourage branchless banking to increase deposit mobilization from rural 
areas, and the number of branchless banking accounts already exceeds the number of 
conventional accounts. Banking sector is mostly privatized. Local private banks held about 78% 
of sub-sector assets at end-FY2014, public sector banks held 19%, and foreign banks 2%. The 
top five banks (Habib Bank, National Bank of Pakistan, United Bank, MCB Bank and Allied 
Bank) earned 66.4% of subsector pre-tax profits for the first half of 2014, while holding only 
52.1% of subsector assets. However, the share of pre-tax profit of the top five banks has 
declined, indicating a more active role by middle-tier banks. 

4. Capital adequacy appears good, even after implementation of Basel-III standards at the 
beginning of 2014. Sub-sector capital adequacy was 15.1% at end-FY2014 after the 
implementation of the Basel-III standard, compared to 14.9% 6 months earlier at the end of 
2013 (15.6% at the end of 2012 under Basel-II). Total equity to assets was 8.8% at end-
FY2014, lower than 8.9% at end-2013 and 9.1% at end-2012. Risk weighted assets increased 
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  This summary is based on the State Bank of Pakistan Quarterly Compendium: Statistics of the Banking System 

June 2014 (http://www.sbp.org.pk/ecodata/fsi/qc/2014/Jun.pdf); and ADB. 2013. Finance Sector Development in 
Central and West Asia: Country Assessment - Pakistan. Draft Consultant Report.   
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  “FY” before a calendar year denotes the year in which the fiscal year ends, e.g., FY2014 ends on 30 June 2014. 

Reference to a calendar year only, refers to the year ending on 31 December.  
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   State Bank of Pakistan Economic Data. http://www.sbp.org.pk/ecodata.(accessed 15 January 2015). 

4   Assets held by the financial sector equaled 57.2% of GDP in 2012, which is a significant drop from 75.2% in 2007. 
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by 4.3% during the first half of 2014, following a moderate 6.4% annual increase during 2013, 
when banks increased the share of assets that comprise zero-risk weighted government 
securities. Since 2009 banks have been more selective in risk taking, with a clear preference for 
the provision of working capital and trade finance to large corporations with lower risk profiles, 
and an aversion to lending to second-tier corporations and small and medium-sized enterprises 
(SMEs). During the first half of 2014, advances to the SMEs declined by 7.3% to PRs252 billion 
(after growing by only 2.6% in 2013), while advances to corporations grew by 2%, to PRs 2,844 
billion (these grew by 9% in 2013). Corporate loans equaled 66% of gross loans at the end of 
FY2014. Commodity financing was the next largest category (13%), followed by consumer 
lending (6%), SMEs (6%) and agriculture (5%).5  

5. Non-performing loans (NPLs) are high but adequately provisioned. At the end of FY2014 
the gross NPL ratio was 12.8%, an improvement from the peak of 16.7% at the end of 
September 2011. SMEs had the highest NPL ratio (33.9%), followed by agriculture (14.8%). The 
poor quality of SME loans is blamed in part on inadequate credit risk appraisal and the effect of 
chronic power shortages on business profitability. By sector, textiles had the highest NPL ratio 
(28.1%), followed by cement (21.4%) and electronics (20.2%). Loan recovery rates continue to 
be low due to an ineffective legal system. Energy sector NPLs increased to 5.5% at the end of 
FY2014, from 3.0% at the end of 2013. The government’s delay in paying electricity subsidies 
and delinquent payments by power customers have led to costly payment arrears to power 
producers and their suppliers.  

6. Liquid assets totaled a high 47.8% of total assets at the end of FY2014, down slightly 
from a peak of 49.0% at the end of FY2013. Banks generally enjoy stable funding bases, largely 
through customer deposits reinforced with overseas workers’ remittances. Total deposits 
increased by 5.5% during the first half of 2014 to PRs 8,773 billion (following a 13.9% annual 
increase in 2013 and a 16.8% increase in 2012). Despite increased deposit costs during the first 
half of 2014 subsequent to linking of the minimum saving rate with the lower bound of SBP’s 
interest rate corridor, banks posted healthy profits of PRs112.5 billion in the first half of 2014, 
which were 37% higher than the corresponding period in 2013.6 Improved earnings benefited 
from re-profiling investments from short-term treasury bills to long-term investment bonds, which 
carry higher returns. A 45% year-on-year reduction in provisions charge because of fewer new 
NPLs further helped earnings. Accordingly, return on equity improved to 23.5% for FY2014 
(from 18.5% for FY2013), while return on assets (after tax) increased to 2.1% for FY2014 (up 
from 1.7% for FY2013). 

7. Islamic banking. The SBP, in 2001, initiated a strategy to facilitate the establishment of 
Islamic banks as well as Islamic banking subsidiaries and branches of conventional commercial 
banks. It issued detailed licensing criteria, instructions and guidelines for Shariah compliance; 
profit and loss distribution and pool management; and new prudential and other standards.7 
Since 2001, Islamic banking has grown at a fast pace, with total assets of Islamic banks 
equaled PRs1,089 billion, or 10% of total banking assets, at the end of FY2014 from almost nil 
(footnote 7).  SBP’s 2014-2018 strategy aims to double the branch network of Islamic banks and 
increase the market share of Islamic banking to 15% of total bank deposits by 2018. It intends to 
require Islamic banks to increase financing to the agricultural sector and small enterprises by 

                                                 
5
   Loans to energy sector corporations equaled PRs559 billion at the end of FY2014 or 12% of total loans, compared 

to PRs493 billion 6 months earlier at the end of 2013, or 11% of the total loans. 
6
  In September 2013 SBP instructed banks to keep the return on saving and term deposits at 0.50% below the 

prevailing SBP Repo Rate. This is a significant development towards closing the gap between the risk-free 
remuneration that banks obtain when investing in highly-liquid government securities and the remuneration they 
offer on risky deposit instruments.  

7
  State Bank of Pakistan. 2014. Strategic Plan: Islamic Banking Industry of Pakistan 2014-2018. Karachi.  
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2015 by allocating at least 5% of deposits or 10% of financing (whichever is greater) to each of 
these two segments. To achieve this, Islamic banks need more training and the ability to better 
manage liquidity in the absence of Shariah-compliant treasury bills and an Islamic discount 
window.  

8. National savings schemes. NSSs provide attractive retail savings instruments that are 
an important source of non-bank funding of the government's budget deficit. NSSs offer 
instruments to small retail investors that expand available financial investment possibilities. In 
FY2014 NSSs held PRs2,156 billion, or 19% of all domestic debt owed by the government 
(footnote 3). They are also a source of liquidity risk to the government, as these products offer 
varying redemption possibilities (at different costs).   

9. Capital markets. The market capitalization of the Karachi Stock Exchange increased by 
an annual average of 36% during 2012–2014 to PRs7,381 billion, before declining to PRs6,760 
billion at end-March 2015.8 The growth during 2012–2014 partly reflects the continuation of the 
rebound from the 66% collapse that occurred in 2008. The number of shares that are freely 
available to be traded in most companies is small. A few large corporations dominate the 
market, and the number of companies listed declined to 557 at end-FY2014, compared to 644 
at the end of 2010. The corporate bond market is also small and dominated by banks that raise 
funds from listed subordinated debt instruments. There are few corporate issuers because of 
the preference to borrow from banks, high issuance costs, and limited secondary market 
trading. Government bonds and Sukuk dominate the fixed income market overall.9 In FY2014 
they totaled PRs3,550 billion (14.0% of GDP), nearly double the PRs1,782 billion (7.9% of GDP) 
in FY2013 (footnote 3). 

10. Insurance subsector. Pakistan has 65 private life and general insurance companies 
and brokers. The life insurance sub-sector is dominated by the state-owned State Life Insurance 
Company. Pakistan has suffered from numerous natural catastrophes, the financial losses from 
which could have totaled $20.4 billion during 2005–2011. Insurance penetration is one of the 
lowest in the region, however, at 0.37% of GDP for non-life and 0.56% for life insurance in 
FY2013;10 the country lacks market-based insurance and other tools to mitigate the financial 
and fiscal impact of natural disasters.  

11. Financial inclusion. Just over 10% of the adult population in Pakistan has an account 
at a formal financial institution, which is below the figure for Sub-Saharan Africa (24%) and less 
than one third the regional average for South Asia. Access to other financial services (such as 
insurance and accounts to receive remittances and government payments) is even lower.11 
Gender disaggregation shows an even greater disparity, with only 3% of women having an 
account at a financial institution (Footnote 11). Despite increases in women’s participation in the 
labor force, the lack of financial literacy, the smaller share of the formal economy, and 
insufficient branchless banking opportunities inhibit women’s ability to access financial services. 

                                                 
8
   Securities and Exchange Commission of Pakistan. Daily Market Report. http://www.secp.gov.pk/dm_report14.asp. 

(accessed on 30 April 2015)    
9
  Sukuk refers to investment certificates that are deemed to be compliant with Islamic financing principles. In contrast 

to conventional bonds, which merely confer ownership of a debt, Sukuk grant the investor a share of an asset, 
along with the commensurate cash flows and risk. SBP has taken measures to develop the government bond 
market, including electronic trading, to provide a platform where investors can easily access securities. 
Government securities can be traded on the stock exchanges. 

10
  Insurance Association of Pakistan. 2014. Annual Report 2012-13.  
http://www.iap.net.pk/download/Year_Book_2012-13.pdf  

11
  In 2011, 0.5% of adults personally paid for health insurance (compared to 5.5% for South Asia); 1% used accounts 
to receive remittances (2.0% in South Asia), and 2% (3.5% in South Asia) to receive government payments. World 
Bank. 2012. The Little Data Book on Financial Inclusion. Washington DC. 
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2. Government Sector Strategy 

12. The government’s Vision 202512 promotes access to finance and financial inclusion, 
broadening of the financial sector through development of corporate and government bond 
markets, development of insurance sector and pensions, and increased availability of financial 
instruments. The government announced a new Medium-Term Debt Management Strategy 
(2014–2018) and is taking other actions to enhance the resilience of the financial system.13 
Supervision and regulation of banks and non-bank financial institutions has improved. The 
Strategic Plan for Islamic Banking Industry of Pakistan 2014–2018 is helping Islamic banking to 
grow in parallel with conventional banking. Led by the SBP, Pakistan has been a pioneer in 
championing financial inclusion for over a decade through a large number of initiatives, and is 
starting to implement a comprehensive national financial inclusion strategy that will focus on 
creating an enabling environment to promote market-led initiatives. 

3. ADB’s Experience and Assistance Program 

13. The Asian Development Bank (ADB) has been a long-term partner in financial sector 
development through its sovereign operations, and has supported (i) pension and provident 
fund reforms, (ii) establishment of the Securities and Exchange Commission of Pakistan and 
other actions that have improved the operation of the stock exchanges, (iii) increased access to 
export credit and other forms of finance for SMEs, and (iv) development of microfinance in 
Pakistan. This involvement has declined due largely to a focus on support for energy and 
transport development. Non-sovereign operations have effectively supported the financial sector 
through the Trade Finance Program, which helps 11 banks and their clients, including SMEs, 
involved in international trade.14  

14. The government has taken important and far-reaching steps to improve the financial 
sector. ADB will help this process by providing technical assistance, loans and innovative credit 
enhancement products through its sovereign and non-sovereign operations to (i) increase the 
availability of conventional and Shariah-compliant cofinancing for infrastructure undertaken by 
the public and/or private sectors from domestic and international bank and capital markets; (ii) 
improve public debt management; (iii) increase SME access to trade credit, export credit 
insurance and related products; (iv) help women and others that are underserved in agriculture 
and SMEs access a wider range of conventional and Shariah-compliant financial services; and 
(v) develop market-based insurance and other tools to mitigate the impact of natural disasters. 
ADB may also provide local and hard currency guarantees, risk participations, loans and equity 
to financial sector participants to provide support for agriculture and SMEs. 

                                                 
12

 Government of Pakistan, Planning Commission. 2014. Pakistan 2025: One Nation, One Vision. Islamabad.  
http://www.pc.gov.pk 

13
  International Monetary Fund. 2015. Pakistan: Sixth Review under the Extended Arrangement. Washington DC.  

14
 ADB private sector operations trade finance program: http://www.adb.org/site/private-sector-financing/trade-
finance-program.   

http://www.adb.org/site/private-sector-financing/trade-finance-program
http://www.adb.org/site/private-sector-financing/trade-finance-program
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Low economic and employment growthEFFECT

CORE DEVELOPMENT 

PROBLEM

CAUSES

Agriculture-based and small and medium enterprises borrowers cannot access formal finance

Agriculture and SMEs are highly vulnerable 

to business risks

•SMEs suffer from chronic power shortages 

•Agriculture is rural, seasonal, subject to natural 

risks and hard to get collateral for credit

Shallow capital markets

•Corporate bond and Sukuk markets are not 

developed

•Lack of reliable yield and credit curve for 

bonds for benchmarking

•Retail and institutional investors are scarce 

and have limited skills to asses long term 

project risks

Farmers and SMEs have little formal equity

•Largely operate in the informal economy

•Limited documented collateral or cash flow

•Weak skills and ability to apply for credit

PROBLEM TREE FOR THE FINANCE SECTOR

Commercial banks’ maturity transformation 

role is impaired 

Weak Creditor Rights

•Ineffective legal system 

•Low recovery rates 

SMEs do not export  

•Limited market knowledge

•No access to export credit insurance to 

cover buyer and country risk

Agriculture and SME finance is 

risky to underwrite 

(SMEs are an important share of 

banks’ non-performing loans)

Commercial banks and other formal financing institutions focus on less 

risky lending products 

(e.g. corporate finance, trade finance, consumer lending)

Agriculture and SME finance risks 

remain uninsured (even for risks 

that are insurable)

Non-life insurance penetration is very 

small

•Lack of awareness and confidence that 

insurers will pay when promised

•Lack of standard and regulatory 

mechanisms to address moral hazard 

and adverse selection in insurance 

markets

SME = small and medium-sized enterprise
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Sector Results Framework (Finance, 2015–2019)  
 

Country Sector Outcomes Country Sector Outputs ADB Sector Operations 

Outcomes with 
ADB Contribution 

Indicators with 
Targets and Baselines 

Outputs with ADB 
Contribution 

Indicators with 
Incremental Targets 

Planned and Ongoing 
ADB Interventions 

Main Outputs Expected from ADB 
Interventions 

Increased and more 
effective financial 
access for agriculture-
based and SME 
borrowers, with a 
focus on women and 
other underserved 
segments 
 
Increased private 
sector participation in 
infrastructure 
investment 
 

Lending to private 
sector increases to 23% 
of GDP in 2018 (2013 
baseline: 15%)  
 
Financial sector assets 
increase to 80% of GDP 
in 2018 (2012 baseline: 
73%) 
 
Share of loans to SMEs 
increases to 8% of total 
bank loans in 2018 
(2013 baseline: 6%) 
 
 
 

Improvement in 
public debt and 
contingent liability 
management related 
to PSEs and public–
private partnerships  
 
 
Financial sector 
capacity to provide 
conventional and 
Shariah-compliant 
finance to SME and 
agriculture-based 
borrowers enhanced 
 
 
Financial sector 
capacity to provide 
conventional and 
Shariah-compliant 
finance for 
infrastructure 
projects undertaken 
by the public and/or 
private sectors 
enhanced 

Identify and measure 
government 
guaranteed PSE debt 
and payment 
obligations under 
power and energy 
purchase agreements, 
by July 2016 
 
 
Number of SME 
borrowers from banks 
increases to 175,000 
by 2018 (2013 
baseline: 136,940) 
 
 
 
 
 
 
Infrastructure finance 
disbursements by 
banks and DFIs 
increases to PRs22.3 
billion by 2018 (2013 
baseline: PR17.5 
billion) 
 
 

Planned key activity 
areas: 

Money and capital 
markets; infrastructure 
finance; SME finance; 
inclusive finance; capacity 
building and institutional 
strengthening 
 
 
 
Pipeline projects with 
estimated amounts:  

 
Financial Sector and Debt 
Management ($10 million) 
 
Social Enterprise ($30 
million) 
 
Financial Inclusion for 
Women ($50 million) 
 
Infrastructure Finance 
Facility ($200 million)  
 
 
Ongoing projects with 
approved amount: 

 
None 

Planned key activity areas: 

Implementation of commercial 
cofinancing approach for 
infrastructure projects supported by 
ADB 
 
Development of insurance and 
Takaful (Islamic insurance) to 
mitigate impact of natural disasters 
 
Increased training for bankers in 
Islamic finance and improved public 
awareness of Islamic finance  
 
Pipeline projects: 

Implementation of an action plan that 
improves financial sector  and public 
debt management 
 
SMEs have access to market-based 
trade credit, export credit insurance 
and related export support 
 
Branchless banking, improved credit 
risk assessment systems or new 
products (e.g. ICT, inclusive 
business) developed to help 
underserved segments access 
financial services 
 
Infrastructure finance facility, viability 
gap and other tools created to 
mobilize long-term project finance 
and develop conventional bond and 
Sukuk markets  

ADB = Asian Development Bank, DFI = development finance institution; GDP = gross domestic product, ICT = information and communication technology; PSE = 
public sector enterprise; SMEs = small and medium-sized enterprises. 

     Source: Asian Development Bank estimates. 


