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P akistan’s national grid
power generation in
9MFY26 remains

below historical highs, even
as recent months point to a
gradual but visible recovery
in demand. At close to 90
billion kilowatt hours,
cumulative output is still
around 8 percent lower than
the peak recorded in the
same period of FY22.
Generation trails FY23, sits
broadly in line with FY24
and FY21, and is only mar-
ginally higher than last
year, underscoring that the
system is recovering, but
not yet back to peak inten-
sity.

At the margin, however,
momentum has improved.
March extended the recent
pattern of actual generation
exceeding reference levels,
with output of 8.9 billion
units against a reference of
8.4 billion units. This fol -
lows the break observed
earlier in the year and sug-
gests that underlying
demand is �rming up after
a prolonged period of com-
pression.

This recovery is being
driven in large part by the
near-complete shift  of
industrial consumers back
onto the grid. Having relied
heavily on captive genera-
tion in recent years, indus-
tries are returning as grid
tari�s turn competitive
again. Industrial demand
has already risen by an esti-
mated 35 to 40 percent year
on year. The shift is signi� -
cant enough that some
industrial players are now
reconsidering further solar
expansion, as grid electrici-
ty has, for many, begun to
price out incremental solar
capacity. A scenario that
would have been di�cult to
imagine even a couple of
years ago.

The divergence from ref-
erence generation in March
is best understood through
the fuel mix. Hydel genera-
tion provided a critical
cushion, with its share ris-
ing to 24 percent, well
above the referenced 15.5
percent. This translated into
roughly 800 million addi-
tional units, absorbing
much of the pressure creat-
ed by shortfalls elsewhere
and preventing a sharper
deviation in overall fuel
costs.

That pressure stemmed
primarily from a decline in
nuclear and RLNG-based
generation. Nuclear output
remained around 22 percent
below reference levels,
while RLNG availability
was severely constrained.
With supply disruptions
limiting in�ows, RLNG-
based generation fell to just
500 million units, less than
a third of the reference
level. While the drop in
RLNG helped contain fuel
costs to some extent, it cre-
ated a supply gap that had
to be �lled through other,
more expensive sources.

Imported coal once again
acted as the system’s balanc-
ing fuel. Generation from
imported coal rose to around
1.2 billion units, roughly
three times the reference
level, highlighting the extent
to which the system leaned
on it to maintain stability. As
a result, the fuel cost adjust-
ment remained positive for
the fourth consecutive
month. However, unlike the
sharper increases seen earli-
er, the March adjustment
was relatively contained,
with lower RLNG usage o� -
setting some of the upward
pressure.

What is more critical than
the aggregate numbers is
the evolving demand pro-
�le. The hourly generation
curve for March shows a
pronounced midday dip,
deeper than even two years
ago, despite higher overall
demand levels. This re�ects
the growing footprint of o�-
grid and behind-the-meter
solar, which is suppressing
daytime grid consumption
while leaving evening
demand largely intact.

The result is a much
steeper ramp requirement
after sunset. As demand
begins to approach 2022
highs, the system now has
to manage larger and faster
increases in load within a
short window. In the
absence of su�cient
RLNG-based �exibility,
this burden is shifting to
other, less e�cient sources.
Hydel, despite its higher
overall share, has not con-
sistently provided support
during peak ramp hours,
further complicating system
operations.

These pressures are
increasingly visible on the
ground. Load management,
particularly in high-demand

regions such as Punjab, is
re-emerging as a tool to
manage peak stress. What
is being framed as peak
relief is, in e�ect, targeted
load shedding. At the same
time, longstanding trans-
mission bottlenecks
between the north and
south continue to constrain
optimal dispatch. Despite
years of investment, evacu-
ation capacity remains a
limiting factor, and even
modest spikes in evening
demand are enough to
destabilize the system.

The broader context has
o�ered some relief.
Pakistan’s rapid expansion
in o�-grid solar has helped
shield overall demand from
external shocks, including
recent geopolitical disrup-
tions a�ecting energy mar-
kets. But this comes with its
own trade-o�s. The
increasingly pronounced
duck curve is making sys-
tem balancing more com-

plex, shifting the challenge
from capacity adequacy to
�exibility and timing.

Looking ahead, con-
straints are unlikely to ease.
RLNG availability is
expected to remain limited,
and domestic gas-based
generation o�ers only a
fraction of RLNG’s depend -
able capacity, roughly one-
fourth by comparison. Even
with full utilization of avail-
able gas plants, a shortfall
during peak hours appears
inevitable.

The system is therefore
entering a phase where
trade-o�s are unavoidable.
Either higher-cost genera-
tion will need to be dis-
patched to meet evening
peaks, or load shedding will
continue as a balancing
mechanism. In both scenar-
ios,  upward pressure on
fuel cost adjustments and
periodic tari�s is likely to
persist, setting the tone for
the months ahead.

Power generation: Recovery
builds, constraints bind
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P akistan’s SME credit
story has changed dra-
matically, and unlike

many o�cial success stories,
this one is not cosmetic. In
just two years, outstanding
SME lending has climbed
from roughly Rs560 billion
to just under Rs1 trillion,
even as policy rates
remained in double digits
and monetary conditions
stayed tight. More impor-
tantly, the expansion is not
simply the result of larger
tickets booked to familiar
names. The number of SME
borrowers has also risen
sharply, from around
175,000 to more than
300,000. By any serious
standard, this is a genuine
access-to-�nance and inclu-
sion story, and one that
deserves full appreciation.

The immediate driver is
hardly mysterious. The
SBP’s Risk Coverage
Scheme (Credit Guarantee
Scheme) launched in Jul
2024 altered the incentive

structure for commercial
banks by o�ering portfolio-
level �rst-loss coverage on
incremental SME lending. In
e�ect, the state moved away,
at least partially, from subsi-
dizing the price of credit
through concessional low-
markup schemes and began
instead to absorb part of the
credit downside through a
�scally budgeted contingent
liability. That is, in principle,
a cleaner approach. It sug-
gests that policymakers have
�nally moved closer to the
real constraint in SME
�nance. The problem was
never merely the cost of
funds; it was always risk, or
more precisely, the willing-
ness to bear it.

So far, the scheme appears
to have delivered exactly
what it was supposed to
deliver. Credit has expand-
ed, borrower counts have
increased, and banks have
entered segments they long
approached with visible hes-
itation. All of that deserves
to be acknowledged plainly.
Yet this is precisely why the
present moment demands
scrutiny rather than applause
alone. Once a guarantee
starts moving credit at scale,
the relevant question is no
longer whether it works.
The real question is what
kind of market it is creating,
and what exactly the bank-
ing system is learning from
it.

That question matters
because Pakistan is not
merely using a new instru-
ment; it is slowly replacing
one philosophy of public
credit support with another.
The old model relied on
cheap liquidity, concessional
windows, and hidden or
semi-hidden subsidy. The
new one, at least on paper, is
more transparent: the sub-
sidy is not embedded in the
markup, but budgeted

explicitly through risk cover-
age. That is a step forward.
But better optics do not
guarantee better architecture.
An instrument may be more
modern in form, yet still
deeply �awed in design.

The problem is straightfor-
ward. A blanket portfolio-
level �rst-loss cover does
not merely encourage banks
to lend more; it also shields
them against a portion of the
expected loss embedded in
rapid incremental origina-
tion. And in any business
cycle, rapid credit growth
rarely re�ects a sudden �ow-
ering of underwriting disci-
pline. It is usually accompa-
nied by thinner �lters, faster
approvals, weaker screening,
more aggressive sales
behaviour, and a gradual
drift down the quality curve.
That is not cynicism. It is
how lending booms work.
When volume is pushed
hard, credit standards usually
widen long before institu-
tions admit they have

widened.
In SME lending, that risk

is even more acute. Small
businesses are inherently
harder to underwrite in a for-
mal banking framework.
Financial statements are
often weak or incomplete,
collateral is inconsistent,
cash �ows are volatile, doc-
umentation is thin, and
recoveries are cumbersome.
In such an environment, the
line between genuine �nan-
cial inclusion and sloppy
origination can become
blurred very quickly. If the
state steps in at that stage
with blanket �rst-loss pro-
tection, banks are not neces-
sarily being taught to under-
stand SME risk better. They
may simply be learning that
part of the ordinary down-
side can now be shifted else-
where.

This is where the distinc-
tion between expected loss
and unexpected loss
becomes central. Some loss-
es are normal. They are part
of lending, and especially
part of lending into di�cult
segments. Such losses must
remain with the lender, as
they are not a policy prob-
lem; rather, a failure of
underwriting discipline,
monitoring quality, collec-
tions e�ort, or borrower
selection. Beyond that lies
unexpected loss, which
emerges when the cycle
turns, correlations rise, mar-
gins compress, demand
weakens, and even compe-
tently originated portfolios
come under stress. That is
where a guarantee begins to
make sense. It is meant to
help lenders stretch into
viable but di�cult terrain
without forcing them to
absorb every unit of down-
side alone.

The trouble begins when
that distinction is blurred, or
worse, institutionalized

away. If portfolio-wide, �rst-
loss coverage becomes the
governing template, the mar-
ket starts will internalize the
wrong lesson. From their
perspective, banks no longer
need to become materially
better at pricing SME risk,
segmenting borrowers intel-
ligently, verifying cash �ows
more rigorously, or building
stronger recovery systems.
They simply need to become
more willing to originate
under a partial public cush-
ion. Credit may grow under
that model, but the market
does not necessarily deepen.
Volume rises, while capabil-
ity lags.

That is why guarantee-led
boom can look strongest
precisely when it is most
fragile. In the early phase,
the numbers will �atter
everyone. Disbursements
are rising, inclusion
improves, borrower counts
has increased dramatically,
and policymakers can point
to a visible success story.

Banks, for their part, acquire
a new growth engine at a
time when other segments
are underperforming. Yet
credit cycles are never
judged at origination; they
are judged in repayment.
The real test comes later,
when margins tighten, cash
�ows weaken, liquidity con-
ditions shift, and the weaker
cohorts begin to crack. That
is when guarantee calls
arrive, and that is precisely
when bad design shall stop
looking theoretical.

If the market has spent the
upswing treating guarantees
as protection against the
ordinary deterioration that
accompanies aggressive
portfolio growth, the down-
turn will produce a very pre-
dictable backlash. What was
celebrated as innovation in
expansion will be
denounced as �scal leakage
in stress. Questions will sur-
face about moral hazard,
adverse selection, and
whether banks were ever
truly carrying enough of the
downside. Banking bureau-
cracy will then do what
administrators usually do:
narrow eligibility, harden
documentation, slow
approvals, and wrap the
scheme in defensive cau-
tion. A promising instru-
ment will begin to fail in
public perception, not
because the idea was
unsound, but because the
design confused credit
expansion with credit disci-
pline.

That is the risk policy-
makers and central bank
should worry about now,
while the numbers still look
�attering. The country does
need a functioning guaran-
tee ecosystem. It does need
to move away from opaque
quasi-�scal credit subsidies
and toward explicit, budget-
ed, rules-based support. It

does need instruments that
help formal �nance enter
sectors it has historically
ignored or mispriced. But
none of that means every
guarantee design is equally
defensible. A guarantee can-
not become a standing
cleaning service for weak
origination. If the public
sector routinely absorbs the
�rst layer of losses generat-
ed by aggressive growth, it
is not strengthening the mar-
ket. It is subsidizing the
market’s failure to learn.

The right foundation is
conceptually simple, even if
it is politically less comfort-
able. The lender must con-
tinue to fear ordinary loss,
because that is what keeps
credit work honest. The �rst
layer of pain must remain
close enough to the originat-
ing institution that appraisal,
monitoring, collections, and
product design still matter.
Public risk sharing should
be reserved for genuine
stress, frontier expansion,

and forms of uncertainty
that are real but di�cult for
private lenders to absorb
alone. Otherwise, the guar-
antee ceases to be a catalyst
and begins behaving like a
cushion for routine slippage.
At that point, the state is no
longer helping the market
take disciplined risk; it is
helping the market postpone
discipline.

Pakistan’s SME credit
boom should therefore be
read carefully, not just cele-
brated noisily. It may indeed
mark the beginning of a bet-
ter approach to access to
�nance. But that will
depend on whether the local
�nancial market under-
stands what a credit guaran-
tee is actually for. If it is
used to share unexpected
loss and enable disciplined
expansion into underserved
segments, it can help build a
durable market. If it is treat-
ed as blanket �rst-loss com-
fort on incremental portfo-
lios, it will encourage
growth without forcing
banks to truly learn SME
risk.

A functioning guarantee
market is not one that
absorbs early losses and
teaches bankers to avoid
pain altogether. It is one that
absorbs the right kind of
pain: genuine stress, not
weak credit work; frontier
uncertainty, not routine slip-
page; market-building risk,
not the ordinary conse-
quences of growth outrun-
ning discipline. Pakistan’s
recent SME lending surge
may prove that guarantees
can move credit. The harder
task now is to ensure they
do not teach the market the
wrong lesson. If that lesson
is learned badly, a potential-
ly useful innovation will not
fail because the intent was
misguided. It will fail
because the foundation was.

SME credit push could
build the wrong market

ME situation

Dar talks to
Australian FM

RECORDER REPORT 
ISLAMABAD: Deputy

Prime Minister and Foreign
Minister (DPM/FM), Senator
Mohammad Ishaq Dar, on
Monday held a telephone con-
versation with Foreign
Minister of Australia, Penny
Wong. FM Wong expressed
her appreciation for the
DPM/FM’s e�orts, as well as
Pakistan’s constructive role in
facilitating dialogue between
Iran and United States. She
commended Pakistan’s con-
tinued commitment to pro-
moting diplomatic engage-
ment in this regard.

DPM/FM apprised her of
Islamabad Talks held on April
11-12, and reiterated
Pakistan’s resolve to continue
encouraging dialogue and
constructive engagement. 




